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CH A PTER I
AN ANALYTICAL BASIS FO R  EVALUATING 
M EXICO'S PA RTICIPA TIO N  IN LA FTA
E conom ic in te g ra tio n  sch em es  am ong le s s -d e v e lo p e d  c o u n tr ie s  
have e s se n tia lly  evo lved  out of the in a b ility  of tra d itio n a l too ls of 
in d u s tr ia liz a tio n  to  g e n e ra te  a  s a tis fa c to ry  r a te  o r s tru c tu r in g  of 
na tio n a l in d u s tr ia l iz a tio n  fo r  th o se  co u n tr ie s . As Sidney D ell c i te s , 
"The ca se  fo r  a com m on m a rk e t in  L a tin  A m eric a , a s  in  any u n d e r­
developed reg io n , is  th a t fu tu re  econom ic g row th  p re su p p o se s  a 
la rg e  am ount of in d u s tr ia l  developm en t and th a t such  developm ent 
w ould be fa c il ita te d  if  the b a r r i e r s  to tra d e  w ith in  the reg io n  cou ld  be 
red u ced  o r  e lim in a ted . It w as th is  d e s ire  to in s titu te  an  a l te r n a ­
tive  re g io n a l too l of in d u s tr ia l iz a tio n  w hich p ro m p ted  the founding of 
the L a tin  A m e rica n  F r e e  T ra d e  A sso c ia tio n  (LAFTA) by the T re a ty  
of M ontevideo in  196O.
M ex ico 's  d e c is io n  to  jo in  LA FTA  in  I960 w as a lso  p re d ic a te d  
on the d e s ir e  of M ex ic o 's  developm en t p lan n e rs  to gain  a c c e s s  to an
^Sidney D ell, A L a tin  A m eric an  Com m on M a rk e t? (London: 
O xford U n iv e rs ity  P r e s s ,  1966), p. 18.
a lte rn a tiv e  too l of In d u s tr ia liz a tio n . A dev elo p m en t p la n n e r  in  a  
c o u n try  su ch  a s  M exico m u s t be aw a re  of the v a r io u s  d ev e lo p m en t 
needs of h is  country . He m u s t a lso  b e  aw are  of the v a r io u s  d ev e lo p ­
m en t " to o ls"  he can  use  to s a tis fy  th o se  dev elo p m en t n ee d s . The 
g re a te r  the n u m b er of too ls th a t a  d ev e lo p m en t p lan n e r h as  a v a ila b le  
fo r  h is  u se , the g r e a te r  w ill be  the  chance th a t he can s a tis fy  the 
d ev e lo p m en t needs of h is  c o u n try  w ith  the le a s t  c o s t and f r ic tio n .
The to p ics  of co n cern  in  th is  p a p e r  a r e  M ex ic o 's  d ev e lo p m en t 
need s  w ith  r e s p e c t  to in d u s tr ia liz a tio n , and th o se  to o ls  th a t the 
M exican  p la n n e r  can  em ploy to  s a tis fy  M ex ic o 's  in d u s tr ia l  n eed s . 
T h ese  v a r io u s  to o ls , w hich can  be  g e n e ra lly  c h a ra c te r iz e d  a s  being  
e ith e r  " in w ard "  o r "o u tw ard " to o ls  of in d u s tr ia liz a tio n , have th e ir  
own c h a r a c te r is t ic s .  The f a c t  th a t a  sp e c ific  too l h as p ro v id e d  a  
s a tis fa c to ry  so lu tion  to any one d ev e lo p m en t p ro b le m  in  no w ay  im ­
p lie s  th a t such  a  too l w ill p ro v e  a s a tis fa c to ry  so lu tion  to any  o th e r  
developm en t p ro b le m . M o reo v e r, each  too l g e n e ra te s  i ts  own p a r t i c ­
u la r  c o s ts  and  each  too l h a s  i ts  own p a r t ic u la r  r e s t r a in ts .
M e x ic o 's  p a r tic ip a tio n  in  L A FT A  is  one of those  to o ls  of in ­
d u s tr ia l iz a tio n  r e f e r r e d  to above. B u t the M exican  p lan n e r h as  in  
m any  c a s e s  u sed  th is  tool of in d u s tr ia l iz a tio n  w ithout fu lly  u n d e r ­
stand ing  the im p lica tio n s  of i ts  u se  and  the ad v an tag es o r d isa d v a n ­
tag es  th a t i t  o ffe r o v er a lte rn a tiv e  to o ls  of in d u s tr ia liz a tio n . D an ie l 
M. Schydlow sky, in  d isc u ss in g  the u s e  of in te g ra tio n  a s  a  too l of
in d u s tr ia l iz a tio n , h a s  o b se rv e d  th a t,
. . .  i t  is  n e c e s s a r y  fo r  e ac h  co u n try  to have a  n a tio n a l 
p o licy  fo r  re g io n a l econom ic in te g ra tio n . Such p o lic ie s  
in  m o s t c a s e s  e x is t  only  in  the w e a k e s t e x p lic it  fo rm  and 
the p ro c e s s  of p o licy  fo rm in g  is  o ften  a lm o s t a  ran d o m  
one in  w hich  c o n c re te  in fo rm a tio n  and  ra t io n a l  ev a lu a tio n  
of a l te rn a t iv e s  have  a  m in im a l p a r t .  ^
B e fo re  the o b jec tiv e s  of th is  p a p e r  a r e  s ta te d , i t  w ould be 
b e s t  to  b r ie f ly  d is c u s s  som e of the g e n e ra l c h a r a c te r is t ic s  of the 
v a r io u s  to o ls  of in d u s tr ia l iz a tio n  av a ilab le  to the  M ex ican  and  L a tin  
A m e ric a n  d ev e lo p m en t p la n n e r .
T he C h a r a c te r is t ic s  of "Inw ard" In d u s tr ia liz a tio n
"In w ard "  in d u s tr ia l iz a tio n  in  the s im p le s t  te r m s  m ean s  the 
p ro m o tio n  of n a tio n a l in d u s tr ia l iz a tio n  so le ly  w ith in  the  f ra m e w o rk  of 
a  c o u n try 's  d o m estic  m a rk e t. T h is  m igh t be  done th ro u g h  the  p u rsu ­
ance of im p o r t  su b s titu tio n  (IS) o r  th ro u g h  the u se  of any to o ls  (i. e . , 
s u b s id ie s , tax  in c e n tiv e s , e tc . ) d ire c te d  a t  p ro m o tin g  the expansion  
of d o m estic  in d u s tr ie s  v ia  th e ir  s a le s  to  the d o m e s tic  m a rk e t.
U ntil th e  e a r ly  1930 's the developm en t p o lic ie s  of the  v a rio u s  
L a tin  A m e ric a n  n a tio n s , in  m o s t c a s e s ,  w e re  n o t in d u s tr ia l ly  o rie n te d , 
in  th a t d ev e lo p m en t e s s e n tia l ly  rev o lv e d  a ro u n d  the  ea rn in g s  of t r a d i ­
tio n a l ex p o rts  fo r  sa tis fy in g  d o m estic  and  in f r a s t ru c tu r e  need s  fo r
^D an ie l M. Schydlow sky, "A n aly tica l B a s is  fo r  a  N ational 
P o lic y  on R eg io n a l E co n o m ic  In te g ra tio n  in  L a tin  A m e ric a , " Jo u rn a l 
of C om m on M a rk e t S tu d ies , ' , VI, No. 2 (D ecem b er, 19^7), p. 179.
4m a n u fac tu red  goods th ro u g h  im p o rts . I t is  e s tim a te d  th a t in  1929 
tw en ty -fiv e  p e r  cen t of the goods consum ed  in  L a tin  A m e ric a  w e re  
im p o rted . ^ D o m estic  in d u s try  w as u su a lly  p ro m o te d  by a sp o n tan e­
ous su b s titu tio n  of d o m estic  p ro d u c tio n  fo r  im p o rts  due to d o m estic  
c o s t ad v an tag es  fo r  such  p ro d u c ts  a s  fo o d stu ffs , b e v e ra g e s , te x ti le s , 
c lo th ing , and cem en t. In d u s try  a ls o  developed  aro u n d  the seco n d a ry  
p ro c e ss in g  of p r im a r y  p ro d u c ts  fo r  ex p o rt. In d u s tr ia l  grow th  w as, 
h o w ev er, r a th e r  lim ite d  to the above lig h t in d u s tr ie s .
The L a tin  A m e rica n  na tio n s  b egan  m o re  ac tiv e ly  to tu rn  to 
" in w ard "  m ean s  of developm ent in  the e a r ly  1930 's due to  the d ec line  
in  th e ir  e x p o rt e a rn in g s  re su ltin g  f ro m  the d e p re ss io n . To s a tis fy  a 
grow ing dem and  fo r  m an u fa c tu re d  goods i t  w as n e c e s s a ry  to p ro m o te  
d o m estic  m an u fac tu rin g  of th e se  goods th ro u g h  p ro te c tiv e  ta r if f s  and 
q u an tita tiv e  r e s t r ic t io n s  on im p o rts .  D uring  W o rld  W ar 11, w hile e x ­
p o r t  e a rn in g s  w e re  high, the fo re ig n  supp ly  of m an u fac tu red  goods 
w as c u r ta ile d , thus s tim u la tin g  d o m estic  in d u s try  th rough  a  sp o n tan e­
ous im p o r t- su b s ti tu tio n  w ith  ac tiv e  g o v ern m en t su p p o rt. T hose  in d u s ­
t r i e s  g e n e ra te d  du ring  th is  p e r io d  con tinued  to la rg e ly  c o n s is t of non­
d u rab le  co n su m e r goods in d u s tr ie s  w ith  the  b eg inn ings of b a s ic  in d u s­
t r i e s  (s te e l, c h e m ic a ls , e tc . ) em erg in g  in  the  la r g e r  c o u n tr ie s  of
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U nited  N ations (U. N. ), E co n o m ic  C o m m issio n  fo r  L a tin  
A m e ric a , The P r o c e s s  of In d u s tr ia l  D evelopm en t in  L a tin  A m e ric a  
(E /C N . 1 2 /7 l6 /R e v . 1), 1966, p. 21.
L a tin  A m erica .
In the p e r io d  betw een  the Second W orld  W ar and the end of the 
K orean  co n flic t, e x p o rt ea rn in g s  continued  to grow  s tea d ily , b u t the 
dem and fo r  im p o r ts  g e n e ra lly  grew  a t  a  f a s te r  r a te ,  p re s s in g  h a rd  
the a b ility  of th e se  c o u n tr ie s  to  finance  such  im p o r ts - - th e  cap ac ity  to 
im p o rt. D uring th is  p e r io d  fo rc e d  im p o rt su b s titu tio n  w as ex ten siv e ly  
u se d  in  the  a r e a s  of n o n -d u rab le  co n su m er goods, b a s ic  in d u stry , and 
in  som e d u rab le  co n su m e r goods to red u ce  im p o rt needs and take 
p r e s s u re  off th e ir  ex p o rt s e c to rs  w hich con tinued  to be  o rie n te d  
to w ard  p r im a ry  p ro d u c t ex p o rts . T h is  ac tiv e  IS w as a lso  n e c e s s a ry  
to p ro v id e  em ploym en t fo r  a  rap id ly  grow ing u rb a n  population.
In  the m a n n e r  o u tlin ed  above d o m estic  in d u s try  g e n e ra te d  by 
" in w ard "  to o ls  a s su m e d  a m uch  la r g e r  ro le  in  the developm ent of the 
L a tin  A m e ric a n  n a tio n s . To m any, in d u s tr ia liz a tio n  b ecam e  synony­
m ous w ith  developm en t. Im p o rt su b stitu tio n , w hich w as in i ta lly  n e c e s ­
s ita te d  b e ca u se  of e ith e r  a  lack  of supp ly  of m an u fac tu re d  im p o rts  o r 
the in a b ility  of e x p o rt e a rn in g s  and d o m estic  supply  to keep  pace  w ith  
the grow ing dem and  fo r  m an u fac tu red  goods, in c re a s in g ly  b ecam e 
v iew ed a s  a too l of in d u s tr ia liz a tio n  in  its  own r ig h t. Im p o rts  as  a 
p ero e ita^  of to ta l con su m p tio n  fo r the re g io n  fe ll  f ro m  tw en ty -fiv e  p e r  
cen t in  1929 to an  e s tim a te d  ten  p e r  cen t in  I960. ^ I t  is  e s tim a te d
^Ibid., p. 21.
th a t fo r  A rg en tin a , B ra z il ,  C h ile , C olom bia, and M exico im p o rt 
su b s titu tio n  g e n e ra te d  th i r ty - s ix  p e r  cen t of to ta l in d u s try  f ro m  1929 
to i 960 . ®
D uring  the e a r ly  p a r t  of the 19&0's the  g e n e ra l po licy  of 
in d u s tr ia l iz a tio n  fo r L a tin  A m e ric a  con tinued  to rev o lv e  aro u n d  the 
expansion  of d o m estic  dem and fo r  m a n u fa c tu re s  and im p o rt su b s titu ­
tion , w ith  a  heavy  re lia n c e  on ex p o rt ea rn in g  f ro m  tra d it io n a l  ex p o rt 
s e c to rs  to p ro v id e  n eed ed  inpu ts  of im p o rted  c a p ita l and raw  m a te r ia ls  
to the new ly c re a te d  d o m estic  in d u s tr ie s .
U sing the  L a tin  A m e ric a n  ex p e rie n c e , s e v e ra l  o b se rv a tio n s  
can  be m ade co n cern in g  the g e n e ra l c h a ra c te r is tic s  of th e se  " in w ard "  
to o ls  of in d u s tr ia liz a tio n .
The im p o r t  su b s titu tio n -p ro c e ss  s te m s  fro m : (1) the  n eed  to
a c c e le ra te  in d u s tr ia l iz a tio n  and (2) the n e c e s s i ty  to re d u ce  im p o rt 
need s  b e c a u se  of the in ab ility  of the e x te rn a l s e c to r  to su ffic ien tly  
expand the c a p a c ity  to im p o rt. IS a t  any po in t in  tim e  is  due to 
autonom ous ac tio n , i . e . ,  independent of the evolu tion  of in te rn a l 
dem and. IS can  be e ith e r  spontaneous o r fo rc e s .  IS is  spontaneous 
if i t  is  p ro m p ted  by c o s t advan tages o r an  e x te rn a lly  cau sed  c o n tra c ­
tio n  in  the supp ly  of im p o rts . IS is  fo rc e d  if i t  is  p ro m p ted  by a r t i f i ­
c ia l  c o s t ad v an tag es  c re a te d  by g o v ern m en t in te rv e n tio n  in  the fo rm
^ Ib id . , p. 26 .
of im p o rt ta r if f s  o r  q u an tita tiv e  r e s t r ic t io n s .  W hile IS is  a t  any  one 
tim e  independen t of the  evo lu tion  of in te rn a l  dem and, the dynam ic 
grow th  of IS of c o u rse  is  a  fu n c tio n  of the g row th  of in te rn a l  dem and . 
As new im p o rts  a r e  n e c e s s i ta te d  by  changes in  the p a t te rn  of co n ­
su m e r dem and  and the IS p ro c e s s  i ts e lf ,  a ssu m in g  d o m e stic  p ro d u c ­
tio n  does no t co m p le te ly  s a tis fy  th a t dem and, new a r e a s  of p o ss ib le  
IS a re  c re a te d .
The two fa c to rs  p h y s ic a lly  lim itin g  the d e g re e  to w hich IS can  
be u sed  a r e  the s iz e  of the im p o rt c o e ffic ien t, i . e. , im p o r ts  d iv ided  
by  consum ption , and  the ty p es  of in d u s tr ie s  fo r  w hich  su ff ic ie n t im ­
p o r t  co e ffic ien ts  ex is t.
The im p o r t  co e ffic ien t fo r L a tin  A m e ric a  is  a p p ro x im a te ly  
th ir te e n  p e r  cen t. T h is  w ould ap p e a r  to  be a r a th e r  s m a ll  m a rg in  
fo r  the fu tu re  u se  of IS. F o r  s e v e ra l  c o u n tr ie s  of the re g io n  (C hile, 
A rg en tin a , and  U ruguay) im p o rt co e ffic ien ts  have a lre a d y  re a c h e d  
such  a low le v e l th a t fu r th e r  IS w ill be in s ig n if ic an t. ^ A ssu m in g  th a t 
the IS p ro c e s s  can  be ex tended  t i l l  the  im p o rt co e ffic ie n t r e a c h e s  
p e rh a p s  s ix  p e r  cen t, b a s e d  upon im p o r t  co e ffic ie n ts  fo r  developed  
c o u n tr ie s , i t  does n o t a,ppear th a t IS w ill be  ab le  to g e n e ra te  th e  k ind  
of s tim u lu s  to in d u s tr ia l iz a tio n  a s  i t  h a s  in  the p a s t.
O rg an iza tio n  of A m e ric a n  S ta te s , (OAS), T he A llian ce  fo r  
P r o g re s s  a.nd. L a tin  A m e ric a n  D evelopm en t P ro s p e c ts ;  A F iv e  Y ear 
Review , 1961-1965 (B a ltim o re : Johns H opkins P r e s s  fo r  the OAS,
1967), p. 33.
8The second  fa c to r  p h y s ica lly  lim itin g  the u se  of IS is  the
type of in d u s try  fo r  w hich  s a tis fa c to ry  im p o rt co e ffic ie n ts  re m a in .
To c ite  R au l P re b is c h :
The s tag e  of e a s y  su b s titu tio n  is  p a s t. I t  w as  r e la t iv e ly  
s im p le  to su b s titu te  d o m estic  p ro d u c tio n  fo r  im p o rts  of 
in d iv id u a l i te m s  of c u r re n t  co n su m p tio n  and  of som e 
d u rab le  c o n su m e r and c a p ita l goods, and th e re  is  l i t t le  
m a rg in  le f t  fo r  su b s titu tio n  in  th is  f ie ld  in  m o s t of L a tin  
A m e ric a . We a r e  now m oving in to  the s tag e  of im p o rt 
su b s titu tio n  in  r e s p e c t  of in te rm e d ia te  p ro d u c ts  of 
d u rab le  co n su m e r o r  c a p ita l goods, w hich, b e s id e s  
b e ing  d ifficu lt to m an u fac tu re , r e q u ire  m a rk e ts  m uch  
la r g e r  than  th o se  of the ind iv idual L a tin  A m e ric a n  
c o u n tr ie s . ^
In such  in d u s tr ie s  a s  m e ta l tra n s fo rm in g , w h e re  s ix ty  p e r  cen t of the 
re g io n s  con su m p tio n  c o n s is ts  of im p o rts ,  IS is  l im ite d  by  bo th  the 
n a tio n a l m a rk e t  s iz e , and the techno logy  re q u ire d  to in s titu te  such 
in d u s tr ie s .  ® A s an  au tonom ous s tim u lu s  to  in d u s tr ia liz a tio n , IS 
w ould a p p e a r  to have a  l im ite d  fu tu re  u se  fo r  som e L a tin  A m e ric a n  
c o u n tr ie s .
F o r  m o s t of the  L a tin  A m e ric a n  c o u n tr ie s , th e re  a lso  e x is t  
s t r u c tu r a l  r e s t r a in t s  to the expansion  of d o m e s tic  dem and, in  the 
fo rm  of r e g re s s iv e  p a t te rn s  of incom e d is tr ib u tio n  and re g io n a l d u a lism .
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U nited  N ations, E conom ic  C o m m iss io n  fo r L a tin  A m e ric a , 
T o w ard s  a  D ynam ic D evelopm ent P o lic y  fo r  L a tin  A m e ric a  (E /C N . 12 / 
680), 19&3, p. 69 .
®U. N . , The P r o c e s s  of In d u s tr ia l  D evelopm en t in  L a tin  
A m e ric a , p. 110.
The EC LA c ite s  that:
The s h a re  of to ta l  p r iv a te  consum ption  in  th e  L a tin  
A m e ric a n  c o u n tr ie s  a b so rb e d  by ex p en d itu re  on food- 
s tu f f s - - i s  so la rg e  th a t in  s e v e ra l  in s ta n c e s  i t  exceeds 
o n e -h a lf  and in  no c a se  fa l ls  below  o n e - th ird . . . .
M an u fac tu red  goods o th e r  th an  food acco u n t fo r  r a th e r  
sm a ll p ro p o rtio n s  of to ta l consum ption , ran g in g  f ro m  
abou t 25 p e r  c en t to a l i t t le  o v er 35 p e r  cen t in  those  
c o u n tr ie s  o f the  re g io n  w h ere  p e r  c a p ita  incom e is  
h ig h est. T h e se  c h a r a c te r is t ic s  of dem and  fo r co n ­
su m e r m a n u fa c tu re s  a r e  d e te rm in e d  n o t only  by  each  
c o u n try 's  a v e ra g e  p e r  c a p ita  incom e, b u t a lso  by  its  
incom e d is tr ib u tio n  p a t te rn s .  ^
In the c a se  of M exico w h ere  5 1 .2  p e r  cen t of p r iv a te  consum ption  
e x p en d itu re s  a r e  fo r  f o o d  10 and  fif ty  p e r  c e n t of the  fa m ilie s  of M exico 
re c e iv e  only 1 5 .4  p e r  cen t of n a tio n a l p e rso n a l incom e,  ^  ^ th is  r e s t r i c ­
tion  can  be  s e v e re .
L a tin  A m e r ic a  is  a lso  a  reg io n  abounding in  n a tio n a l d u a lis tic  
s itu a tio n s , in te r  a l ia ,  the N orth -S ou th  p ro b le m s  of B ra z i l  and M exico 
and the c o a s t - in te r io r  p ro b le m s  of P e r u  and  C olom bia. W hole reg io n s  
of e x tre m e  p o v e rty  such  a s  e x is t  in  the n o r th  of B ra z i l ,  the south of 
M exico, and the in te r io r s  of P e r u  and C o lom bia , o ften  c re a te  condi­
tio n s  in  th e ir  in te ra c t io n  w ith  m o re  developed  re g io n s  of the nation  
th a t s e rv e  to  p e rp e tu a te  th e ir  s tag n a tio n  v ia  G unnar M y rd a l 's  p ro c e s s
^Ibid. , p. 122. ^°Ib id . , p. 121.
 ^^U nited  N atio n s, E conom ic  C o m m iss io n  F o r  L a tin  A m eric a , 
"Incom e D is tr ib u tio n  in  L a tin  A m e ric a , " E co n o m ic  B u lle tin  F o r  
L a tin  A m e ric a , XII, No. 2, 19^8, pp. 38-44 .
10
of c i r c u la r  cau sa tio n . In  M exico av e rag e  fam ily  in co m es in the 
n o r th e rn  s ta te s  ran g e  f ro m  two to th re e  tim e s  g r e a te r  than  a v e rag e  
fam ily  in co m es of the s ta te s  in  the south.
It is  quite  p ro b ab le  th a t w ith  such  s tr u c tu r a l  d e fic ien c ie s  of 
dem and, the ex p an sio n  of d u rab le  co n su m e r and c a p ita l goods in d u s ­
t r i e s ,  w hich r e q u ire  la rg e  m a rk e ts  fo r e ffic ien t p ro d u ctio n , w ill be 
u n fav o rab ly  affec ted .
To th is  po in t the d isc u ss io n  of the c h a r a c te r is t ic s  of " in w ard "  
too ls of in d u s tr ia liz a tio n  h as  c e n te re d  aro u n d  th o se  fa c to rs  d e lim itin g  
th e ir  u se  in  a  p h y s ica l se n se . A c a se  can  a lso  be c o n s tru c te d  fo r 
lim itin g  the u se  of IS and o th e r  " in w ard "  p o lic ie s  of in d u s tr ia liz a tio n  
on the b a s is  of the  c o s ts  g e n e ra te d  by the u se  of th e se  too ls. The 
c o s t of im p o r t  su b s titu tio n  is  not only to be m e a s u re d  by the m a rg in a l 
p r ic e  d iffe re n c e s  b e tw een  im p o rte d  goods and  IS p ro m o ted  d o m estic  
goods. The p ro m o tio n  of IS and d o m estic  p ro d u c tio n  beh ind  p ro te c ­
tive  ta r i f f  w a lls  a lso  c r e a te s  w hat h as  b een  r e f e r r e d  to by  the  U nited 
N ations a s , " . . .  m a rk e ts  . . . too sm a ll to su s ta in  e ffic ien t, 
la r g e - s c a le  m ethods of p ro d u c tio n , so th a t im p o rt su b s titu tio n  c r e a te s  
a  v ic io u s  c irc le  of sm a ll m a rk e ts  en fo rc in g  p ro d u c tio n  a t  high
12
W illiam  O. F r e i th a le r ,  M ex ico 's  F o re ig n  T ra d e  and 
E conom ic D evelopm en t (New Y ork; F r e d e r ic k  A. P r a e g e r  T
1968), p. 22.
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co st. " Thi s  o b se rv a tio n  w as b o rn  out by  a 1962 E conom ic C o m m is­
s io n  on L a tin  A m e ric a  (ECLA) study w hich  show ed th a t p r ic e s  of 
m an u fac tu red  goods in  L a tin  A m e ric a  w e re  s ig n ifican tly  h ig h e r than  
th o se  in  the U nited S ta te s  in  r e a l  te rm s ,  i. e. , a d ju s te d  fo r d is p a r i t ie s  
in  o ffic ia l exchange r a te s .  The only excep tion  o c c u r re d  in  b e v e ra g e s  
and som e p h a rm a c e u tic a ls . The g re a te s t  d iffe ren ce  in  p r ic e s  w as 
found in  c a p ita l goods, w hich  w e re  in som e c a se s  fo u r t im e s  h ig h e r 
in  L a tin  A m e ric a  th an  in  the U nited S ta te s . The in jud ic ious u se  of 
IS and o th e r " in w ard "  o r ie n te d  to o ls  fo r  the p ro m o tio n  of d o m estic  
in d u s try  (i. e. , s u b s id ie s , c re d it ,  e tc  ) can  c re a te  in d u s tr ie s  in ca p ­
ab le  of a tta in in g  the m in im um  sc a le s  fo r  e ffic ien t p ro d u c tio n , b a c k ­
w a rd  and fo rw a rd  in tr a - in d u s try  linkages then  only  se rv e  to  t r a n s m it  
p ecu n ia ry  d isec o n o m ies  in  the fo rm  of h igh  c o s t and often  in fe r io r  
goods to o th e r n a tio n a l in d u s tr ie s .
Not only does the ex c e ss iv e  use  of " inw ard" in d u s tr ia liz a tio n  
often  r e s u l t  in in d u s tr ie s  o p e ra tin g  a t too sm a ll a  s c a le  to re a l iz e  
s iz e  eco n o m ies , b u t a  ra p id  expansion  of cap ac ity  in  an  in d u s try  due 
to IS often r e s u l ts  in  th a t in d u s try  o p era tin g  a t . u n d e rca p a c ity  once
13U nited  N atio n s, In d u s tr ia l  D evelopm ent O rg an iza tio n , "The 
N eed fo r  an  E x p o r t-O rie n te d  P a t te rn  of In d u s tr ia liz a tio n , In d u s tr ia l i­
za tion  and P ro d u c tiv ity , No. 14, 1969, p. 27.
U. N. , The P ro c e s s  of In d u s tr ia l  D evelopm en t in L a tin  
A m e rica , p. 129-
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th a t IS m a rg in  is  expended. The EC LA  has re p o r te d  th a t c a p ita l 
usag e  in  L a tin  A m e ric a n  in d u s tr ie s  a v e ra g e d  betw een  fo r ty  p e r  cen t 
to e igh ty -tw o  p e r  cen t fo r  the p e r io d  19^1 to 1964. In su m m a ry , it  
w ould a p p ea r th a t p a s t  s u c c e ss  w ith  " in w ard "  in d u s tr ia liz a tio n  w ill be 
d ifficu lt to dup lica te  in  L a tin  A m e ric a  in  the fu tu re .
The C h a ra c te r is t ic s  of "O utw ard" In d u s tr ia liz a tio n  
"O utw ard" in d u s tr ia l iz a tio n  r e f e r s  to p ro m o tio n  of d o m estic  
in d u s try  th rough  the expansion  of m a n u fac tu red  ex p o rts  e i th e r  to a 
p a r t ic u la r  reg io n  o r to the w o rld  in  g en e ra l. W ith r e s p e c t  to the 
fu tu re  u se  of "ou tw ard" in d u s tr ia l iz a tio n  in  L a tin  A m e ric a , the O rg an ­
iza tio n  of A m eric a n  S ta tes  (OAS) h as  o b se rv e d  th a t.
F o r  m e.ny  developing  c o u n tr ie s , the fa i lu re  to ra p id ly  
e s ta b lis h  e x p o r t-o r ie n te d  m an u fac tu rin g  in d u s tr ie s  as  
a  m a jo r  s e c to r  m ay  je o p a rd iz e  th e ir  m o re  g e n e ra l 
a sp ira tio n s  fo r  a  dynam ic in d u s tr ia l  s e c to r . A n im ­
p ro v ed  b a lan ce  of p ay m en ts  r e q u ire s  p o lic ie s  d ire c te d  
to w ard s  a  ra p id  in c re a s e  in the ex p o rt of m an u fa c tu re s .
The ex p o rt of m a n u fa c tu re s  should  be  an ex p lic it po licy  
ob jec tive  in  the o v e r -a l l  developm en t and  in d u s tr ia l  
p lan s of developing c o u n tr ie s .
The p o sitio n  of the OAS is  p re d ic a te d  on the supposed  advan ­
tag es  th a t "o u tw ard " in d u s tr ia l iz a tio n  o ffe rs  o v er " inw ard"
^^Ibid. , p. 68.
^^U nited N ations, In d u s tr ia l  D evelopm ent O rg an iza tio n , "R ecen t 
O v era ll P r o g re s s  in  In d u s tr ia liz a tio n  A chieved  by D eveloping Coun- 
t r ie s j  " In d u s tr ia liz a tio n  and  P ro d u c tiv ity , No. 13, 1969, p. 8.
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in d u s tr ia l iz a tio n  in  p ro m o tin g  a  v ia b le  p a t te rn  of n a tio n a l in d u s t r ia l ­
iza tio n . A c o u n try 's  e x p o r t s e c to r  fa c e s  o u tw ard  to  a  w o rld  m a rk e t  
fo r  m a n u fa c tu re d  p ro d u c ts . A f irm  th a t a v a ils  i t s e l f  of th is  w o rld  
m a rk e t  by  ex p o rtin g  i ts  m a n u fa c tu re s  can  r e a l iz e  eco n o m ies  of sc a le  
th a t  could  n o t be re a l iz e d  if  th a t in d u s try  so le ly  p ro d u ced  fo r  a  n a r ­
row  p ro te c te d  d o m e stic  m a rk e t. A f irm  th a t p ro d u c e s  fo r  e x p o rt is  
a lso  co n fro n ted  by the  w o rld  c o m p e titio n  fo r  m a n u fa c tu re d  e x p o rts .
Such a  f i rm  m u st, th e re fo re ,  co n tin u a lly  in c r e a s e  its  e ffic ien cy  of 
p ro d u c tio n  if i t  is  to be  s u c c e ss fu l in  ex p o rtin g  i ts  m a n u fa c tu re s .
Such an  in cen tiv e  to e ffic ie n cy  is  n o t p ro v id e d  to the f irm  th a t p r o ­
duces so le ly  fo r  the p ro te c te d  d o m e stic  m a rk e t. "O utw ard" in d u s ­
t r ia l iz a t io n , m o re o v e r , in v o lv es a  t r a n s fo rm a tio n  of the e x p o rt s e c to r  
of a  le s s -d e v e lo p e d  co u n try . In  th a t the t ra d it io n a l  e x p o rt s e c to r s  
of the v a r io u s  L a tin  A m e ric a n  n a tio n s  have p e r fo rm e d  p o o rly  in  
re c e n t  y e a r s ,  su ch  a  tra n s fo rm a tio n  w ould c e r ta in ly  not be unw elcom e. 
In  the c a se  of L a tin  A m e ric a , h o w ev er, the e x p o rt s e c to r  h a s  in  the 
p a s t  b een  g e n e ra lly  v iew ed  fro m  only  a  b a la n c e  of p aym en ts  po in t of 
v iew , w ith  m a n u fac tu re d  e x p o rts  b e in g  t r e a te d  a s  in s ig n if ic a n t s p i l l ­
o v e rs  f ro m  d o m estic  p ro d u c tio n . In 1964 e x p o rts  of m a n u fa c tu re d  
p ro d u c ts  a s  a p e r c e i ta ^  of to ta l e x p o rts  fo r the U nited K ingdom , Jap an , 
and  the N e th e rla n d s  a v e ra g e d  e ig h t-s e v e n  p e r  cen t, w ith  m a n u fa c tu re d  
e x p o rts  r e p re s e n tin g  an a v e ra g e  of sev e n tee n  p e r  cen t of the  d o m es tic  
p ro d u c tio n  of m a n u fa c tu re d  p ro d u c ts  of th e se  c o u n tr ie s . F o r  A rg en tin a ,
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B ra z i l ,  M exico , and C hile ex p o rts  of m a n u fa c tu re d  goods a v e ra g e d  
th ir te e n  p e r  cen t of th e ir  to ta l e x p o r ts  w ith  th e se  m an u fac tu re d  ex ­
p o r ts  av e rag in g  only one p e r  c en t of th e ir  d o m estic  p ro d u c tio n  in 
1964 . In add ition , w hile  c a p ita l goods and  d u ra b le  c o n su m e r goods 
r e p re s e n te d  an  a v e ra g e  th ir ty -n in e  p e r  c e n t of the m an u fac tu red  
e x p o rts  of th e  above th re e  developed  na tio n , th e se  sam e p ro d u c ts
re p re s e n te d  only  an  a v e ra g e  e ig h t p e r  cen t of the m an u fa c tu re d  ex-
1 7p o r ts  of the  fo u r L a tin  A m e ric an  n a tio n s.
It w ould a p p ea r th a t m o s t of the L a tin  A m e ric a n  na tio n s  have 
no t s ig n if ic a n tly  a v a ile d  th e m se lv e s  of th is  "o u tw ard "  too l of in d u s­
t r ia l iz a t io n . W here they  have, i t  h a s  b een  in  the fo rm  of sp illo v e rs  
f ro m  d o m estic  p ro d u c tio n  of n o n -d u ra b le  co n su m e r goods F ro m  
1955  to  1964 , w hile w o rld  e x p o rts  of m a n u fa c tu re d  goods in c re a s e d  
by  117 p e r  cen t and the  to ta l le ss -d e v e lo p e d  c o u n tr ie s ' m an u fa c tu re d  
ex p o rts  in c re a s e d  by 81 p e r  cen t, L a tin  A m e r ic a 's  ex p o rts  of m an u ­
f a c tu re s  in c re a s e d  by only  57 p e r  cent.
17 U nited  N ations, L a tin  A m e ric a n  In s titu te  fo r E conom ic and 
S o c ia l P lan n in g , " In d u s tr ia l  D ev e lo p m en t S tra te g y  in  L a tin  A m e rica , " 
In d u s tr ia liz a tio n  and P ro d u c tiv ity , No, 13, 1969, p 42,
18U. N. , "R ecen t O v e r -a l l  P r o g r e s s  . . . , " p. 84.
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The f a i lu re  of L a tin  A m e ric a  to m o re  a c tiv e ly  p u rsu e  a  po licy  
of "ou tw ard" in d u s tr ia l iz a tio n  is  m ade m o re  s e r io u s  if one c o n s id e rs  
th a t fo r  the p e r io d  I 963 to 1968 w o rld  ex p o rts  in c re a s e d  by 56. 4 p e r  
cen t a s  c o m p a re d  to  a 26 p e r  cen t in c re a s e s  in  L a tin  A m e ric a  ex p o rts .
A ssu m in g  th a t an "o u tw ard "  po licy  of in d u s tr ia liz a tio n  is  de­
s ir e d  by a le s s -d e v e lo p e d  co u n try , a  cho ice m u s t b e  m ade a s  to  w hat 
type of "ou tw ard" p o licy  is  d e s ire d . An "ou tw ard" po licy  c e n te re d  
a ro u n d  p a r tic ip a tio n  in  an  in te g ra tio n  sch em e such  a s  LA FTA  is  lik e ly  
to have d iffe re n t c h a r a c te r is t ic s  and face  d iffe re n t r e s t r a in t s  than  an 
"ou tw ard" p o licy  g e n e ra lly  d esigned  to p ro m o te  w o rld  ex p o rts  of 
m an u fac tu red  goods. The q u estio n  of w hat tool a  co u n try  should  use  
in  any given s itu a tio n  w ill la rg e ly  depend on the type of m an u fac tu re s  
th a t the co u n try  w ish es  to p ro m o te .
The m a n u fa c tu re d  ex p o rts  of the L a tin  A m e ric a n  co u n tr ie s  to 
w o rld  m a rk e ts  c o n s is t  la rg e ly  of te x tile s , c lo th ing , sh o es, b e v e ra g e s , 
and food p ro d u c ts . In  th e se  la b o r - in te n s iv e  in d u s tr ie s  L a tin  A m eric a  
h as  b een  ab le  to c re a te  a  m a rk e t  v ia  co m p ara tiv e  ad v an tag es , and the 
fa c t  th a t th e se  in d u s tr ie s  w ere  e s ta b lish e d  r e la tiv e ly  e a r ly  in  the 
d evelopm ent of the reg io n .
A p a t te rn  of t ra d e  such  a s  th is  s e rv e s  to re in fo rc e  d o m estic  
p a tte rn s  of in d u s tr ia liz a tio n , w hich if unbalanced  to  b eg in  w ith, m ight
J Q
In te rn a tio n a l M o n e ta ry  Fund, (IMF), In te rn a tio n a l F in a n c ia l 
S ta t is t is t ic s ,  XXII, No. 6 (June, 1970), pp. 218-221.
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be u n d e s ire a b le . The e x p o rt of such  p ro d u c ts  w ill, how ever, s e rv e  
to in c re a s e  the e a rn in g s  and  s ta b ili ty  of the ex p o rt s e c to r  and w ill 
p o ss ib ly  r e s u l t  in  g r e a te r  e ffic ien cy  th rough  co m p etitio n  fo r those  
in d u s tr ie s  engaged in  such  tra d e . Such in d u s tr ie s  u su a lly  a lso  have 
a  high la b o r  a b so rp tio n  cap ac ity  and acco rd in g  to  H al B. L a ry  such  a 
tra d e  p a t te rn  is  d e s ire a b le  f ro m  the s tandpo in t of s h o r t - ru n  grow th  
p o ten tia l and the p a tte rn  of w o rld  dem and. 20
W hile such  tra d e  is  c e r ta in ly  w elcom e fo r  the  re a so n s  s ta ted , 
a u th o rs , such  a s  B e la  B a la s s a  and  H o llis  B. C h en ery , and  ag en c ies , 
such  a s  the L a tin  A m e ric a n  In s titu te  fo r E conom ic and  S o c ia l P la n ­
ning (LA IESP), have c o n s tru c te d  a  s tro n g  c a se  fo r  r e d ire c tin g  e ffo rts
to the p ro m o tio n  of in te rm e d ia te , cap ita l, and d u rab le  c o n su m er 
y 1goods fo r  export.
The LA IESP u rg e s  th a t le ss -d e v e lo p e d  c o u n tr ie s  a tte m p t to 
ex p o rt c a p ita l  and  co n su m e r d u rab le  goods fo r the  follow ing re a so n s : 
(1) W orld  dem and fo r  th e se  p ro d u c ts  is  grow ing a t  a  s ig n ifican tly  
f a s te r  r a te  than  dem and  fo r  o th e r  p ro d u c ts ; (2) The la r g e s t  s c a le s  of
^^H al B . L a ry , Im p o rts  of M a n u fa c tu re rs  f ro m  L e ss  D evel- 
oped C o u n trie s  (New Y ork; N ational B u reau  of E co n o m ic  R e se a rc h ,
1968), p . 89.
T hese  a rg u m en ts  a r e  co n ta in ed  in: B a la  B a la s sa , E conom ic 
D evelopm ent and In te g ra tio n  (M exico C ity: C en tro  de E s tu d io s  
M o n e ta rio s  L atino  A m e ric a n o s , 1965); H ollis B . C h en ery , " P a tte rn s  
of In d u s tr ia l  G row th, " A m eric an  E conom ic R eview , L , No. 4, 
(S ep tem ber, I960), pp. 624-654; U. N. " In d u s tr ia l D evelopm ent 
S tra te g y - - ,  " op. c it.
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p ro d u c tio n  a r e  r e q u ire d  in  th e se  in d u s tr ie s  (such s c a le s  exceed ing  
the lim its  of d o m estic  m a rk e ts ) , and the  eco n o m ies  of s c a le , lin k ­
ag es , and advan tag es  of sp e c ia liz a tio n  a r e  m o s t m a rk e d  fo r th e se  
in d u s tr ie s ; and (3) T ra n s p o rta tio n  c o s ts  (which a r e  g e n e ra lly  v e ry
h igh  fo r  L a tin  A m erica ) have le s s  of an e ffe c t on the  sa le  of th ese
?2h igh  v a lu ed  i te m s . F in a lly , the  LA IESP o b se rv e s  that:
. . . a lthough  no oppo rtu n ity  should  b e  lo s t  in  p ro m o tin g  
such  ex p o rts  of la b o r - in te n s iv e  n o n -d u rab le  co n su m e r 
goods . . . the ex p o rt of c a p ita l and  n o n -d u rab le  con­
su m e r goods is  e s s e n tia l  to ach ieve  m ax im u m  in d u s tr ia l iz a ­
tion. If th is  is  n o t done, the d is p a r i ty  be tw een  im p o rts  
and  e x p o rts  w ill continue . . . s in ce  (a) the in c re a s e  in 
w o rld  dem and fo r  l ig h t- indus t ry  p ro d u c ts  is  s lacken ing ;
(b) p ro te c tio n a lis t  p o lic ie s  ten d  to c o n c e n tra te  on such  
goods; and (c) o v er the long te rm , l ig h t- in d u s tr ie s  
tend  to  have a  le s s  dynam ic e ffec t on the r e s t  of the 
econom y, as  a r e s u l t ,  in te r  a lia , of the fa c t th a t th e ir  
te c h n ic a l co n ten t is  s m a lle r  and the ch a in  of tech n o ­
lo g ic a l in te r - r e la t io n s h ip s  s h o r te r .
A ssum ing  th a t the  LA IEST is  c o r r e c t ,  how is  L a tin  A m e ric a  
to p ro m o te  the  e x p o rt of such  so p h is tic a te d  m a n u fa c tu re s  ? F ew  of the 
L a tin  A m e rica n  c o u n tr ie s  could  com pete  w ith  the  in d u s tr ia liz e d  
n a tio n s  in  w o rld  m a rk e ts  fo r  the sa le  of such  m an u fac tu re s . They 
could, h o w ev er, p ro m o te  the  ex p o rt of su ch  m a n u fa c tu re s  v ia  an 
in te g ra tio n  sch em e.
22
U. N . , " In d u s tr ia l D evelopm ent S tra te g y  . . . , " p. 42. 
^^Ibid.
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In te g ra tio n  a s  a T ool of N ational In d u s tr ia liz a tio n
In te g ra tio n , a s  s ta te d  in  the  p re v io u s  se c tio n , is  a  sp e c ia l
"o u tw ard " in s tru m e n t of in d u s tr ia liz a tio n . A s Jo h n  P in cu s  co n c lu d es ,
th e re  a r e  two r e a l i s t ic  w ays fo r  le ss -d e v e lo p e d  c o u n tr ie s  to expand
m a n u fa c tu re d  ex p o rt, and both  involve p r e fe r e n t ia l  s y s te m s . The
f i r s t  of th e se  is  th ro u g h  cu s to m s unions and  f r e e  t r a d e  a r e a s ,  and
the seco n d  is  th ro u g h  p re fe re n c e s  ex tended  f ro m  the r ic h  to the poor.
In th a t  l i t t le  can  be  done to im p le m e n t the l a t t e r  ap p ro ach , in c re a s in g
4-w eight m u s t be g iven  to the fo rm e r  ap p ro ach . ^
L A FTA  is  a  p ro p o se d  f r e e  t ra d e  a r e a  en co m p assin g  e leven  
n a tio n s  of L a tin  A m e ric a : A rg en tin a , B o liv ia , B ra z i l ,  C h ile , C olom ­
b ia , E c u a d o r, M exico , P a ra g u ay , P e ru , U ruguay , and  V enezuela  
(V enezuela  and  B o liv ia  jo in ed  in  I 966 ). L A FT A  h a s  a s  i ts  in ten t the 
e s ta b lish m e n t of a  re g io n a l f re e  t ra d e  a r e a  to  en co u rag e  g re a te r  
tra d e  am ong the c o u n tr ie s  of the reg io n . T h is  w as to have b een  aco m - 
p lish e d  by  1973, b u t a s  a  r e s u l t  of the re -e v a lu a t io n  of LA FTA  by the  
N in th  C o n feren ce  of L A FT A  in  I 969 , the goal fo r  f re e in g  re g io n a l t ra d e  
is  now 1980, The T re a ty  of M ontevideo  w hich  e s ta b lis h e d  LA FTA  in  
i 960 co n ta in s  no m e c h a n ism  a s s u r in g  the in te g ra tio n  of the econo­
m ie s  of the  s ig n a to r ie s  to the tre a ty . I t w as  hoped  th a t som e m e a s u re
24
John  P in c u s , T ra d e , A id, and D ev e lo p m en t (New York: 
M cG raw -H ill, 1967), pp. 190-210.
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of in te g ra tio n  m ig h t evo lve out of g r e a te r  t ra d e  am ong the  m e m b e r  
c o u n tr ie s . A lso , v o lu n ta ry  in te g ra tio n  p a c ts  am ong p a r t ic ip a n ts  w ere  
p ro v id e d  fo r by  the in c lu s io n  of R eso lu tio n  N in e ty -n in e  in  the t r e a ty  
in  1964 , w hich  a llow ed  fo r  n e g o tia ted  in te g ra tio n  on a  1 b i la te r a l  o r  
m u lti .la te raL . b a s is .  R eso lu tio n  202, w hich  s e t  the n o rm s  fo r  sub ­
re g io n a l a g re e m e n ts , w as an o th e r a tte m p t to  en co u rag e  in te g ra tio n  
on a v o lu n ta ry  b a s is .
D esp ite  th e se  a tte m p ts  to p ro m o te  in te g ra tio n  (the h a rm o n iz ­
ing of n a tio n a l eco n o m ies  so th a t a  ra tio n a l, e ff ic ie n t p a t te rn  of in d u s ­
t r ia l iz a t io n  evo lves) the p ro g re s s  of LA FTA  th ro u g h o u t m o s t of the 
p a s t  decade w as a lm o s t e n tire ly  in  the d ire c tio n  of a  f re e in g  of 
in tra - r e g io n a l  t ra d e  w ith  l i t t le  p ro v is io n  fo r  the ra t io n a liz a tio n  and  
eq u a liza tio n  of th a t  t ra d e .
The m e m b e r  c o u n tr ie s  w ith  d e fic ien t m a rk e ts ,  C h ile , C o lo m ­
b ia , P e ru , U ruguay, and  V en ezu e la , and the  le s s  developed  m e m b e r  
c o u n tr ie s , B o liv ia , E c u a d o r, and P a ra g u a y ^ ^  have b ee n  g e n e ra lly  
d is s a t is f ie d  w ith  the  la rg e ly  t r a d e -o r ie n te d  d ire c tio n  of LA FTA ; the
^®A copy of the  T re a ty  of M ontevideo is  co n ta in ed  in  M iguel
S. W ionczek, e d . , E co n o m ic  C o o p era tio n  in  L a tin  A m e ric a , A frica , 
and A sia : A H andbook of D ocum ents (M a ssac h u se tts^  M IT P r e s s ,
1969), pp. 43 -95 .
^^T he c la s s if ic a t io n s  of c o u n tr ie s  w ith  d e f ic ie n t m a rk e ts  and 
le ss -d e v e lo p e d  c o u n tr ie s  is  co n ta in ed  in  the T re a ty  of M ontevideo . 
U ruguay  w as te m p o ra r i ly  g iven  the  s ta tu s  of a  le ss -d e v e lo p e d  m e m b e r
in  1968 .
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b e n e fits  of w hich, they  c la im , w e re  being  c ap tu re d  by  the B ig T h re e  
of the reg io n : A rg en tin a , B ra z i l ,  and  M exico. To im p ro v e  th e ir  
c o m p e titiv e  p o s itio n  s ix  c o u n tr ie s , C h ile , C olom bia, P e ru , B o liv ia , 
E c u a d o r, and V enezuela , began  n eg o tia tio n s  in  1967 to fo rm  the 
A ndean G roup, a  su b re g io n a l in te g ra tio n  sch em e w ith in  the f r a m e ­
w o rk  of LA FTA . The A ndean G roup  T re a ty , w hich w as ra t if ie d  in  
1969 by  a l l  in i t ia te s  ex cep t V en ezu e la , h as  a s  i ts  goal not only g r e a te r  
tra d e  am ong i ts  m e m b e rs , bu t a lso  a  p ro g re s s iv e  in te g ra tio n  of th e ir  
eco n o m ies . The B ig T h re e , v iew ing the  fo rm a tio n  of the A ndean 
G roup  a s  a  p o ss ib le  th re a t  to L A F T A 's p ro g re s s  a s  th ey  en v isio n ed  
p r o g re s s ,  co u n te red  by in c re a s in g  n eg o tia tio n s  on v a r io u s  co m p le ­
m en ta tio n  a g re e m e n ts  and g ran tin g  l ib e ra l  p re fe re n c e s  to the o th e r  
m e m b e r  n a tio n s  so  a s  to m ake the  e x is tin g  LA FTA  fra m e w o rk  m o re  
a t tr a c t iv e .  A rg en tin a  and B ra z i l  a lso  b eg an  fo rm u la tin g  a re g io n a l 
g roup  to im p ro v e  the R iv e r P la te  B a s in  w hich w ould include B o liv ia , 
P a ra g u a y , and U ruguay.
D esp ite  th e se  m a n eu v e rin g s , LA FTA  h as  evo lved  into two 
r a th e r  d is t in c t  g roups espousing  two r a th e r  d is tin c t p h ilo so p h ies .
One g roup , r e p re s e n tin g  the B ig T h re e , fa v o rs  a g rad u a l f re e in g  of 
t ra d e , w ith  the em p h a s is  on m a n u fa c tu re d  goods, a s  a  f i r s t  and n e c e s ­
s a ry  s te p  to w ard  the in te g ra tio n  of th e  reg io n . T his g roup h as  been
21
r e f e r r e d  to a s  the c o m m e rc ia lis ts .  The in s tru m e n t of th e ir  po licy  
h as  b een  the s e c to ra l  m ee tin g  w h ere in  reg io n a l m a n u fa c tu re rs  of a 
p a r t ic u la r  p ro d u c t lin e  m e e t to d raw  up N ational L is t  C o n cessio n  p ro ­
p o sa ls  to  be su b m itted  to th e ir  re sp e c tiv e  g o v ern m en ts , to develop 
Ib ïlà tè ra l p ro d u c t c o n ce ss io n s , and to  ex p lo re  p o ss ib le  a r e a s  of 
co m p lem en ta tio n .
The second  group , the in te g ra tio n is t ,  c o n s is ts  of the A ndean 
G roup m e m b e rs . U ruguay  and P a ra g u a y , although  sy m p a th e tic  to the 
in te g ra tio n is t  cau se , a r e  s t i l l  c o m m e rc ia lly  tie d  to A rg en tin a  and 
B ra z il .  V enezuela , if  i t  can  o v erco m e r e s is te n c e  f ro m  h ig h -c o s t 
d o m estic  m a n u fa c tu re r s , w ill p o ss ib ly  jo in  the  A ndean G roup. The 
in s tru m e n t of the in te g ra tio n is ts  ' p o licy  is  the su b reg io n a l grouping 
to  p ro m o te  i r r e v e r s ib le  econom ic in te g ra tio n  am ong i ts  m e m b e rs  
a s  a f i r s t  and n e c e s s a ry  s tep  to w ard  the in te g ra tio n  of the w hole r e ­
gion. In  th is  r e s p e c t ,  th e ir  p o sitio n  is  s im ila r  to the re a so n in g  u se d  
in  the fo rm a tio n  of the  C e n tra l A m e ric a n  C om m on M a rk e t (CACM) 
a s  a p r e re q u is i te  to the p a r tic ip a tio n  of the CACM c o u n tr ie s  in 
LA FTA .
The evolu tion  of th e se  two g roups h as  re s u l te d  in  an in te n s i­
f ic a tio n  of t ra d e  am ong the c o m m e rc ia lis ts  and  a  p e rc e p tib le  w ith d raw al
27A good d isc u s s io n  on the c o m m e rc ia l is t  p o s itio n  and the 
in te g ra tio n is t  p o s itio n  is  con ta ined  in  "A M onthly R e p o rt on L a tin  
A m e rica n  In te g ra tio n , " C o m erc io  E x te r id r i  de M exico, XVI, No. 3 
(M arch , 1969), pp. 6 - 8.
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of the in te g ra tio n is t  f ro m  p a r tic ip a tio n  in  s e c to ra l  m ee tin g s . In its  
1968 eva lua tion  of LA FTA  the  In te r -A m e r ic a n  C o m m ittee  of the A lli­
ance fo r  P ro g re s s  (ICAP) c ited  th is  a lm o s t in ev itab le  and grow ing 
gap betw een  the c o m m e rc ia lis ts  and  the  in te g ra tio n is ts  a s  the  m a jo r  
o b s ta c le  to in te g ra tio n . As the IC A P s ta te s :
The la rg e r  L a tin  A m eric an  c o u n tr ie s  a r e  not y e t p r e ­
p a re d  to b e a r  the ad d itio n a l b u rd en  of a id  to the re g io n 's  
le s s  developed n a tio n s . . . .  I t  is  p o ss ib le  th a t in te g ra ­
tio n  of the reg io n  a s  a  w hole m ay  have to w ait u n til the 
headw ay m ade in  su b reg io n a l in te g ra tio n  h as  p lac ed  
a ll  econom ic e n titie s  . . . in  a  p o s itio n  of equal 
b a rg a in in g  s tre n g th .
The p ro p o sitio n  th a t an in te g ra tio n  sch em e, w hile  no t a s  d e­
s ire a b le  as  f re e  w o rld  tra d e , is  p re fe ra b le  to  the e x is tin g  n a tio n a l­
is t ic  t ra d e  b a r r i e r s  in  te rm s  of w e lfa re  is  w idely  h e ld  by dev elo p ­
m en t eco n o m ist. I t  is  a lso  h e ld  by such  eco n o m is ts  a s  M iguel 
W ionczek, th a t a s  a  second  b e s t  sy s te m , m a rk e t  fo rc e s  in  LA FTA  
should  be a t l ib e r ty  to d e te rrn in e  a new a llo ca tio n  of p ro d u c tiv e  s e r ­
v ic e s . T h is v iew  th a t re g io n a l f r e e  tra d e  along w ith  a  f re e  w orking  
of m a rk e t  fo rc e s  w ill g e n e ra te  an  o p tim al in te g ra tio n  sch em e is  a lso  
h e ld  by  the c o m m e rc ia l is ts .  U nfo rtunate ly , un d er su ch  an  a r ra n g e m e n t
28 "A M onthly R e p o rt on L a tin  A m eric an  In te g ra tio n , " C o m erc io  
E x te r io r  de M exico, XVI, No. 3 (M arch , 1969), p. 7.
^^M iguel W ionczek, "In troduction : R eq u is ite s  fo r  V iab le  
In te g ra tio n "  in  L a tin  A m e ric a n  E conom ic  In teg ra tio n : E x p e rie n c e s  ' 
and P ro sp e c ts ,  ed. by  M iguel W ionczek (New Y ork: F r e d e r ic k  A. 
P r a e g e r ,  1966), p. 7.
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the g re a te r  p a r t  of the b e n e f its , in  te r m s  of g r e a te r  e x p o rts , in c re a s e d  
in d u s tr ia liz a tio n , and  the a t t ra c t io n  of fo re ig n  in v es tm en t, a p p ea r  to 
g ra v ita te  to  the l a r g e r ,  w e a lth ie r  m e m b e rs .
The e x p e rie n c e  of o th e r  in te g ra tio n  sc h e m e s  such  a s  the E a s t  
A fric a n  C om m on M a rk e t and  the CACM w ould  seem  to  su b s ta n tia te  
th is  o b se rv a tio n .
The E a s t  A fric a n  C om m on M a rk e t w as in  a n e a r  s ta te  of c o l­
la p se  in  1965 due to th re a ts  by  U ganda and T anganyika to w ithdraw  
b ec a u se  K enya; the w e a lth ie s t m e m b e r , e x p o rte d  s ix ty  p e r  cen t of 
in tra - r e g io n a l  ex p o rts  and sev en ty  p e r  cen t of in tra - r e g io n a l  m an u ­
fa c tu re d  e x p o rts . In  ad d itio n  K enya a lso  p o s s e s s e d  404 of the  474 
re g io n a l f i r m s .  In  1966 N ica ra g u a  and H onduras th re a te n e d  to w ith ­
draw  f ro m  the CACM b e c a u se  they  f e l t  th a t the  w e a lth ie r  m e m b e rs  
w e re  c a p tu rin g  m o s t of the re g io n a l b e n e f its  of in te g ra tio n . They 
a rg u ed  th a t ju s t  a s  f r e e  t ra d e  has le d  to  g r e a te r  w o rld  in eq u a lity , i t  
h as  led  to g r e a te r  in eq u a lity  w ith in  the CACM.
P la c id o  G a rc ia  R ey n o sa  c ite s  th a t d u rin g  the c re a tio n  of a
re g io n a l m a rk e t,
. . . the  p ro b le m  . . . a r i s e s  of how to e ffec t the 
s im u ltan eo u s  in te g ra tio n  of the m o re  developed  coun­
t r i e s  . . . w hile  a t  the sam e  tim e  c re a tin g  cond itions
30 R oger D. H ansen , " P o litic a l T h e o ry  and  R eg ional In te g ra ­
tion: The F i r s t  T en  Y e a rs "  in  The M ovem ent T ow ard  L a tin  A m e ric a n  
U nity, ed. by R onald  H ilton  (New Y ork; F r e d e r ic k  A. P r a e g e r ,  1969), 
p . 22.
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th a t w ill p e rm it  the  em e rg e n c e  of m o d e rn  in d u s try  in  
th e  s m a lle r  re p u b lic s ,
In the  c a se  of LA FTA , given  the  two ex is tin g  p h ilo so p h ies , 
th a t  p ro b le m  h as  r e s u l te d  in  the  p o la r iz a tio n  of two g ro u p s of p a r ­
tic ip a n ts  w ork ing  fo r  the sa m e  goal, b u t in  m an y  c a s e s ,  em ploying 
d iffe re n t m ean s of ach iev in g  it.
The tra d e  p a t te rn s  th a t have r e s u l te d  f ro m  the u se  of the e x is t ­
ing in s tru m e n ts  of tra d e  l ib e ra liz a tio n  in  LA FTA  have b e e n  en co u rag ­
ing f ro m  the s tan d p o in t of in t r a - r e g io n a l  e x p o rt g row th  and  ex p o rt 
co m p o sitio n , b u t th ey  ten d  to  co n firm  th e  in te g ra tio n is ts  ' a rg u m en ts  
th a t  the  b e n e fits  of t ra d e  l ib e ra liz a tio n  have no t b een  even ly  d is tr ib u te d .
In tra -L A F T A  tra d e , a lthough  r e p re s e n tin g  only 11.1 p e r  cen t
of th e  r e g io n 's  w o rld  tra d e  in  1968, h a s  b een  v e r y  dynam ic as  can
be se e n  in  T ab le  1. The in c re a s e  in  L A FT A  tra d e  f ro m  1961 to  1968
(The T re a ty  of M ontevideo  w en t in to  fo rc e  in  1961. ) acco u n ted  fo r 25. 4
p e r  c e n t of the  in c re a s e  in  L A F T A 's  w o rld  t r a d e  d u rin g  th is  p erio d .
I t is  e s tim a te d  th a t  n in e ty  to n in e ty -f iv e  p e r  c en t of th is  tra d e  con-
32s is te d  of n e g o tia ted  p ro d u c ts . R e fe r r in g  to T ab le  2, the  l a r g e s t
31 P la c id o  G a rc ia  R eynosa , " P ro b le m s  of R eg io n a l In d u s tr ia l i ­
za tio n "  in  L a tin  A m e ric a n  E conom ic In te g ra tio n ; E x p e r ie n c e s  and 
P r o s p e c ts , ed. by  M iguel W ionczek  (New Y ork: F r e d e r ic k  A. 
P r a e g e r ,  1966), p. 118.
32A so c iac io n  L atino  am  e r  ic  ana  de L ib re  C o m erc io , C om ite 
E jecu tiv o  P e rm a n e n te , E l C o m erc io  E x te r io r  de la  ALALC (C ep / 
R e p a rtid o  l l 6 l ) ,  M ontevideo , June 17, 1969, p. 10.
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TA BLE 1
COM M ERCE OF LA FTA , I 96O -I968 
(M illions of U. S. D o lla rs )
+ E x p o r ts  (FOB) G row th  Index
Im p o r ts  (CIF) 1961 = 100
Y ear LA FTA a R e s t of W orld LA FTA R e s t of W orld
i 960 7 1 5 .2 9, 7 0 6 .7 108 95
1961 658. 7 10, 154 .4 100 100
1962 7 7 2 .4 10, 2 0 9 . 9 117 101
1963 932.2 10, 2 0 2 .9 141 100
1964 1 ,2 0 0 .7 10, 735. 5 182 106
1965 1 ,4 0 6 .7 10, 956 . 3 214 108
1966 1 ,457 . 1 12, 318. 5 221 121
1967 1 ,4 1 5 .3 1 2 ,3 7 3 .6 215 122
1968 1, 604. 0 12, 930. 8 244 127
LA FTA  tra d e  d oes not, fo r  p u rp o se s  of c o m p a riso n , include 
V en ezu e la  and  B o liv ia  who jo in ed  LA FTA  in  I 966 . T ra d e  d a ta  fo r 
C hile , E cu ad o r, and U ruguay  is  e s tim a te d  fo r  1968.
S ource: A so c iac io n  L a tin o a m e ric a n a  de L ib re  C om encio ,
C o m ite  E jecu tiv o  P e rm a n e n te , E l  C o m erc io  
E x te r io r  de la  ALALC (C e p /R e p a rtid o  1161), 
M ontevideo, June  17, 1969, p. 4.
p a r t  of to ta l LA FTA  in t r a - r e g io n a l  tra d e  h as  b een  conducted  by 
A rg en tin a , B ra z i l ,  C h ile , P e ru , and  M e x ic o --87. 6 p e r  cen t of 
LA FTA  tra d e  in  1968 . In  te r m s  of the  e ffec t of th is  t r a d e  on the b a l­
ance of p ay m en ts  of the  p a r t ic ip a n ts ,  A rg en tin a  and  M exico accu m u ­
la te d  an  in tr a - r e g io n a l  tra d e  su rp lu s  of 389. 8 m illio n  d o lla rs ,  w hile 
the r e s t  of the  re g io n  a s  a  w hole accu m u la ted  an  in tra - r e g io n a l  
tr a d e  d e fic it of 1, 08-3.7 m illio n  d o lla rs  du ring  the p e r io d  1962 to
T A B LE 2
L A F T A 's  IN TR A -R EG IO N A L TRADE AND CO M M ERCIA L BA LANCES
(M illions of U. S. D o lla rs )
Y e a r T ra d e
and
C o m m e r­
c ia l
b a la n c e s
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1962 E xp. FO B 1 4 1 ,4 75, 8 7 ,3 3 9 ,4 6, 1 1 6 ,7 10, 9 48, 8 8, 0
Im p. C IF 103, 2 128, 6 12, 5 80, 5 3, 9 6, 1 6, 1 45, 2 34, 0
B a lan c e  
P e r  c e n t 
of LA FTA
3 8 ,2 - 5 2 ,8 - 5 ,2 - 41, 1 2 ,2 10, 6 4 ,8 3 ,6 - 2 6 , 0
tra d e 31. 6 26. 3 2 .6 15. 5 1. 3 3. 0 2. 2 12. 1 5 .4
1968 E xp. FOB 318, 0 1 8 6 ,0 25, 3 7 7 ,4 19, 0 50, 0 16 , 0 43, 0 17, 0
Im p. C IF 239, 0 210, 0 3 6 ,4 143, 9 17, 0 41, 0 17 ,0 98, 0 44, 1
B a lan c e  
P e r  c e n t 
of LA FTA
79 , 9 - 24, 0 -1 1 , 1 - 66, 5 2 ,0 9 ,0 - 1, 0 -5 5 , 0 -2 7 , 1
tra d e 34. 8 24. 6 4. 3 13. 8 2. 2 5. 6 5. 6 8. 8 3. 9
N
O '
N ote:
T ra d e  is  e s tim a te d  on in co m p le te  d a ta  f ro m  C h ile , U ru g u a ry , and  E c u a d o r  fo r  1968. 
V en ezu e la  and  B o liv ia , who jo in e d  L A FT A  in  1966, a r e  n o t co n ta in e d  in  th is  tab le .
S o u r ce: A so c ia c io n  L a tin o a m e ric a n a  de L ib re  C o m e rc io , C o m ite  E je c u tiv o  P e rm a n e n te , E l
C o m erc io  E x te r io r  de la  ALALC (C e p /R e p a rtid o  l l 6 l ) ,  M ontev ideo , Ju n e  17, 1 9 ^ ,  p. 14.
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1968.^^
T he co m p o sitio n  of IjA FT A  t ra d e  a s  a  w hole show s a g r e a te r  
m e a s u re  of d iv e rs if ic a tio n  than  the p a r t ic ip a n ts ' w o rld  tra d e . F o r  
the p e r io d  1962 to 1967 fo r ty - s ix  p e r  cen t of re g io n a l im p o rts  con­
s is te d  of e i th e r  s e m i-f in is h e d  o r f in ish ed  m a n u fa c tu re d  goods.
The b en e fits  of d iv e rs if ic a tio n  have, how ever, a c c ru e d  la rg e ly  
to the c o m m e rc ia l is ts .  W hile im p o rtin g  sev en ty -tw o  p e r  cen t of the 
reg io n s  m an u fa c tu red  goods ex p o rts  and s ix ty -fiv e  p e r  cen t of com ­
b in ed  s e m i-f in ish e d  and  f in ish ed  m an u fac tu red  e x p o r ts , the c o m m e r­
c ia l is t  a lso  d om inated  the ex p o rt of th e se  goods du ring  the p e r io d  
1 9 6 2 -1967 . F o r  e v e ry  one h u n d red  d o lla rs  of m an u fac tu red  goods 
im p o rted  f ro m  the reg io n , the c o m m e rc ia l is ts  ex p o rte d  an av e rag e  of 
140 d o lla rs  of m an u fac tu red  goods to the  reg io n .
N ot only  have re g io n a l t ra d e  and tra d e  in m a n u fac tu red  goods 
grow n a t  a  s ig n if ic a n tly  f a s te r  r a te  than  the re g io n s ' w o rld  tra d e  and 
t ra d e  in  m a n u fa c tu re d  goods, b u t the co m p o sitio n  of reg io n a l tra d e  in
33
T he d iffe re n c e  betw een  the to ta l su rp lu s  and  d e fic it r e p r e ­
se n ts  tra n sp o r ta tio n , c re d it ,  and in su ra n c e  c h a rg e s .
34A so c iac io n  L a tin o a m e ric a n a  de L ib re  C o m erc io , E l 
C o m erc io  E x te r io r  de la  ALALC, p. 17.
35
I b id . , p. 14.
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m a n u fa c tu re d  goods h a s  d ev ia ted  f ro m  the  co m p o sitio n  of the reg io n s  
w o rld  tra d e  in  m a n u fa c tu re d  goods w hich  la rg e ly  c o n s is ts  of non­
d u rab le  c o n su m e r goods. In  19^7 the  co m m o d ity  g ro u p s includ ing  
p re c is io n  in s tru m e n ts ,  t r a n s p o r t  equ ipm ent, m e ta l  tra n s fo rm a tio n  
p ro d u c ts , pulp  and p a p e r , p la s t ic s ,  and  c h e m ic a ls  re p re s e n te d  63. 2 
p e r  cen t of in t r a - r e g io n a l  m anuf a c tu r  e d e x p o rts . In  th e se  a r e a s  
of m an u fac tu rin g  w h e re  eco n o m ies  of sc a le  a r e  v e r y  im p o rta n t, the 
c o m m e rc ia l is ts ,  in  m o s t c a s e s ,  h av e  a lso  d o m in a ted  tra d e . In  1966, 
w h ile  68. 3 p e r  c e n t of in t r a - r e g io n a l  m a n u fa c tu re d  e x p o rts  o r ig in a te d  
f ro m  th e  c o m m e rc ia l is ts ,  the c o m m e rc ia l is ts  ex p o rte d  79. 8 p e r  cen t
07
of in t r a - r e g io n a l  m a c h in e ry  and  t r a n s p o r t  eq u ip m en t ex p o rts , ^
B e s id e s  s tim u la tin g  tra d e , e sp e c ia lly  in  the  a r e a  of m an u fac ­
tu re d  e x p o r ts , i t  w as hoped  th a t LA FTA , w ith  i ts  e n la rg e d  m a rk e t, 
w ould a t t r a c t  a  g r e a te r  am oun t of fo re ig n  in v e s tm e n t in m an u fac tu rin g  
to  the  reg io n .
W hile no d a ta  e x is t  to in d ica te  the  am oun t of fo re ig n  in v e s t­
m en t a t t r a c te d  to  the re g io n , s e v e ra l  sp e c ific  ex am p les  of such  an  
a t tr a c t io n  of fo re ig n  in v e s tm e n t can  be c ited . The follow ing ex am p les
36
"C om m odity  P a t te rn s  of Im p o rts  U nder LA FTA  C o n ce ss io n s , " 
B u s in e ss  L a tin  A m e ric a , A ugust 14, 1969 , pp. 260-261 . P e rc e n ta g e s  
do n o t in c lu d e  d a ta  fo r  U ruguay  and  V en ezu e la  and  d a ta  fo r  B o liv ia , 
E c u a d o r, and  P e r u  is  e s tim a te d .
3 7 1,The S tru c tu re  of In tra -L A F T A  T ra d e , " B u s in e ss  L a tin  
A m e ric a , Ju ly  4, 1968, pp. 212-213 .
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have b een  tak en  f ro m  v a r io u s  is s u e s  of B u s in e ss  L a tin  A m e ric a  fo r  
1969 . In  D e cem b er, 1969  E a s tm a n  K odak announced  th a t i t  w as going 
to  d iv e rs ify  i ts  L a tin  A m e ric a n  o p e ra tio n s  so th a t f ilm  p ro d u c ts  
w ould b e  p ro d u ced  in  M exico, p h o to g rap h ic  p a p e r  in  B ra z i l ,  and 
c a m e ra s  in  A rg en tin a . F if ty - f iv e  p e r  cen t of M ex ican  and B ra z i l ia n  
p ro d u c tio n  is  in ten d ed  fo r  L A FT A  e x p o rt w h ere  s ix ty  to sev en ty  p e r  
cen t of the  m a rk e t  h a s  b een  opened  th ro u g h  LA FTA  c o n c e ss io n s . T h is 
p ro je c t  h a s  so f a r  r e s u l te d  in  a  th ir ty - tw o  m illio n  d o lla r  in v es tm e n t 
in  M exico . In N ovem ber, 1969 V e lc ro  In d u s tr ie s  of C anada announced 
p lan s  fo r  s e v e ra l  f a s te n e r  fa c to r ie s  to be  c o n s tru c te d  in  U ruguay  fo r 
a  s ix -c o u n try  LA FTA  m a rk e t. In  J a n u a ry , I 969  B a y e r  of G erm an y  
b egan  a  tw enty  m illio n  d o lla r  in v es tm e n t p ro g ra m  fo r  the A ndean 
G roup w h e re  a c ry lic  f ib e rs  a r e  u n d er co n cess io n . In  D ecem b er, I 969 
W. R. G ra c e  in d u s tr ie s  announced a  ten  m illio n  d o lla r  in v e s tm e n t in 
C o lom bian  p a p e r  p ro d u c tio n  fo r  the A ndean G roup. G e rm a n y 's  BASF 
in d u s tr ie s  in  D ecem b er, I 969  announced  th a t they  w ould in c re a s e  
in v e s tm e n t in  c h e m ic a l in d u s tr ie s  in  A rg en tin a , B ra z il ,  M exico,
C h ile , an d  C o lom bia  f ro m  33 m illio n  d o lla rs  in  1969 to  270 m illio n  
in  1975 to  supply  the needs of the re g io n a l m a rk e t.
T h e se  a r e  b u t a few of the ty p es  of in v e s tm e n ts  th a t have b een  
d raw n  to  the  a re a ,  b u t they  s e rv e  to  in d ica te  the a t t r a c t iv e n e s s  of 
L A FTA  to  c e r ta in  in d u s tr ie s .
30
It w ould  a p p e a r  f ro m  the  above d isc u ss io n , th a t LA FTA  has
g e n e ra te d  so m e s ig n if ic a n t b e n e fits  fo r  i ts  m e m b e rs . A ll s o r ts  of
s t r u c tu r a l  p ro b le m s , how ever, re m a in  to be  so lved , such  a s  the
in eq u a lity  of t r a d e , b u t a s  i t  h a s  b een  o b se rv e d  by  the U nited  N ations
C o m m ittee  on T ra d e  and D evelopm ent (UNCTAD),
The p ro b le m  of expanding tra d e  and of p ro m o tin g  e c o ­
nom ic c o -o p e ra tio n  and  in te g ra tio n  am ong developing  
c o u n tr ie s  can  only  be ta c k le d  in  a p r a c t ic a l  m an n e r if 
i t  is  v iew ed  in  a  dynam ic p e rsp e c tiv e . Not a ll  cond i­
tions . . . ra ti v»  ^ fnifiliAd a t  the Sam e tim e . Som e
g ^ j)a rtia lly , w ith  the con- 
j|y.lment of o th e r  r e q u ir e -  
ted.
gon in  L a tin  A m e ric a  and  the 
iz a tio n  to sa tis fy  th o se  n eed s , 
w ill ev en tu a lly  be solved.
fg M e x ic o 's  P a r t i c i -
re q u ire m g j 
sequenc 
m en ts
In  view  o, 
in a b ility  
i t  is  likel^
f)&Ty  S ta tem en t
The th re e  p r ? # ^ ^ ^ ^ ^ g 0 P ^ o f  th is  c h a p te r  d ea lt w ith  the gen­
e r a l  c h a r a c te r is t ic s ,  a s  ev id en t in  L a tin  A m e ric a , of w hat w ere  
te rm e d  " in w a rd "  and  "o u tw ard "  to o ls  of in d u s tr ia liz a tio n . The te rm s  
" in w ard "  and  "o u tw ard "  m e re ly  r e f le c t  the o r ie n ta tio n  of sp ec ific
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U nited  N atio n s, C o n feren ce  on T ra d e  and  D evelopm ent, 
T ra d e  E x p an sio n  and  E conom ic  In te g ra tio n  am ong D eveloping Coun. 
tr ie s ,(T D /B /8 5 /R e v . 1), 1967, p. 13.
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n a tio n a l in d u s tr ia l  p lan s  dealing  w ith  in d u s tr ia l prom etW a. 
sav in g s , r ih f s a s tru c tu re  developm ent, and re s o u rc e  a lloca t ioa .
As an in s tru m e n t of n a tio n a l in d u s tria lisa tio a , LAFTA moWë 
ap p e a r  to o ffe r s e v e ra l  advan tag es  o v e r  o ther too ls of industria lisa » 
tion . W hile " in w ard "  to o ls  have o ften  genera ted  a  high cost aad urn» 
b a lan ced  in d u s tr ia l  s tr u c tu re ,  and face  a s  r e s t r a in ts ,  in many cas##, 
a low im p o rt co e ffic ien t, a  m a rk e t too sm all to develop many capital 
goods in d u s tr ie s ,  a  po o r d is tr ib u tio n  of incom e, and regional dual» 
ism , LA FTA  o ffe rs  a  t ra d e  in  m an u fac tu red  goods w ith a  high con . 
te n t of d u rab le  co n su m e r and c a p ita l goods. T his trad e  m oreover, 
is  no t r e s t r a in e d  by  the fa c to rs  m en tioned  above. W hile "inward" 
in d u s tr ia liz a tio n  in  L a tin  A m e ric a  h as  re lie d  upon the earnings of a  
p r im a ry  p ro d u c t o r ie n te d , poor p e rfo rm in g  export sector for n eces- 
s a ry  ca p ita l and  raw  m a te r ia l  im p o rts , LAFTA, since  i t  transform s 
the e x p o rt s e c to r  into a  dynam ic too l of in d u stria liza tio n , contribnSei 
to a  s tro n g e r  ex p o rt s e c to r .
LA FTA  as  too l of "o u tw ard "  in d u stria liza tio n  a lso  ofSers an 
advantage o v er the g e n e ra l p ro m o tio n  of m anufactured  exports to 
w o rld  m a rk e ts  as  an  in s tru m e n t of "outw ard" industrialization in  tha 
a m em b er c o u n try 's  ex p o rts  to  LAFTA can avoid the highly p rotsc- 
t io n is t  p o lic ie s  and p r ic e  co m p etitio n  found in  w orld  m arkets.
Thé d e g ree  to w hich any of the aforem entioned  general char» 
a c te r i s t ic s  of the too ls  of in d u s tr ia liz a tio n  apply to  M exico, and th#
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I t w ould a p p ea r  f ro m  the  above d isc u ss io n , th a t LA FTA  h as
g e n e ra te d  som e s ig n if ic an t b e n e f its  fo r  its  m e m b e rs . A ll s o r ts  of
s t r u c tu r a l  p ro b le m s , h o w ev er, r e m a in  to be so lved , such  a s  the
in eq u a lity  of tra d e , b u t a s  i t  h a s  b een  o b se rv e d  by  the  U nited  N ations
C o m m ittee  on T ra d e  and D evelopm en t (UNCTAD),
The p ro b le m  of expanding tra d e  and of p ro m o tin g  e c o ­
nom ic c o -o p e ra tio n  and  in te g ra tio n  am ong develop ing  
c o u n tr ie s  can  only  b e  ta c k le d  in  a  p ra c t ic a l  m a n n e r  if 
i t  is  v iew ed  in  a  dynam ic p e rsp e c tiv e . Not a l l  co n d i­
tio n s  . . . can  b e  fu lf ille d  a t the  sam e tim e . Som e 
re q u ire m e n ts  m ig h t be m e t p a r t ia lly ,  w ith  the co n ­
seq u en ce  th a t the p a r t ia l  fu lf illm e n t of o th e r  r e q u i r e ­
m en ts  m ig h t in  tu rn  be fa c ilita te d .
In  v iew  of the  n eed s  fo r in d u s tr ia l iz a tio n  in  L a tin  A m e ric a  and  the
in a b ili ty  of tra d it io n a l  to o ls  of in d u s tr ia liz a tio n  to s a tis fy  th o se  n eed s ,
i t  is  l ik e ly  th a t th e se  s t r u c tu r a l  p ro b le m s  w ill ev en tu a lly  be  so lved .
An A n a ly tica l B a s is  fo r  E v a lu a tin g  M e x ic o 's  P a r t i c i ­
p a tio n  in  LA FTA : A S u m m ary  S ta tem en t
The th re e  p rev io u s  se c tio n s  of th is  ch a p te r  d e a lt  w ith  the g en ­
e r a l  c h a r a c te r is t ic s ,  a s  ev id en t in  L a tin  A m e ric a , of w hat w e re  
te rm e d  " in w ard "  and  "o u tw ard "  to o ls  of in d u s tr ia liz a tio n . The te rm s  
" in w ard "  and "o u tw ard " m e re ly  r e f le c t  the o r ie n ta tio n  of sp ec ific
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U nited  N ations, C o n fe ren ce  on T ra d e  and D evelopm ent, 
T ra d e  E x p an sio n  and  E conom ic  In te g ra tio n  am ong D evelop ing  C oun- 
tr ie s ,(T D /B /8 5 /R e v . 1). 1967, p. 13.
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n a tio n a l in d u s tr ia l  p lan s  dealing  w ith  in d u s tr ia l  p ro m o tio n , tax e s , 
sav in g s , -iiifi! a  s tr u c tu r e  developm ent, and r e s o u rc e  a llo ca tio n .
A s an  in s tru m e n t of n a tio n a l in d u s tr ia liz a tio n , LA FTA  w ould 
a p p ea r  to o ffe r s e v e ra l  ad v an tag es o v er o th e r  to o ls  of in d u s tr ia l iz a ­
tion. W hile " in w ard "  to o ls  have often  g e n e ra te d  a high c o s t and u n ­
b a lan ced  in d u s tr ia l  s tr u c tu r e ,  and  face  a s  r e s t r a in t s ,  in  m any  c a s e s ,  
a low  im p o rt co e ffic ien t, a  m a rk e t too s m a ll to develop  m any  c a p ita l 
goods in d u s tr ie s ,  a  p o o r d is tr ib u tio n  of inco m e, and re g io n a l d u a l­
ism , LA FTA  o ffe rs  a  t ra d e  in  m a n u fa c tu re d  goods witli a  h igh  con­
te n t of d u rab le  c o n su m e r and c a p ita l goods. T h is  tra d e  m o re o v e r , 
is  n o t r e s t r a in e d  by  the fa c to rs  m en tio n ed  above. W hile "inw ard" 
in d u s tr ia l iz a tio n  in  L a tin  A m e ric a  h as  r e l ie d  upon the ea rn in g s  of a 
p r im a ry  p ro d u c t o r ie n te d , poor p e rfo rm in g  ex p o rt s e c to r  fo r  n e c e s ­
s a ry  c a p ita l an d  raw  m a te r ia l  im p o rts , LA FTA , s in ce  i t  t ra n s fo rm s  
the e x p o rt s e c to r  in to  a  dynam ic too l of in d u s tr ia liz a tio n , c o n tr ib u te s  
to a  s tro n g e r  e x p o rt s e c to r .
LA FTA  as  too l of "o u tw ard "  in d u s tr ia liz a tio n  a lso  o ffè rs  an  
advan tage  o v e r the g e n e ra l p ro m o tio n  of m an u fa c tu red  e x p o rts  to 
w o rld  m a rk e ts  as  an  in s tru m e n t of "o u tw ard "  in d u s tr ia liz a tio n  in  th a t 
a m e m b e r  c o u n try 's  ex p o rts  to LA FTA  can  avo id  the  h ighly  p ro te c ­
t io n is t  p o lic ie s  and p r ic e  co m p etitio n  found in  w o rld  m a rk e ts .
The d e g re e  to w hich  any of the a fo rem en tio n ed  g e n e ra l c h a r ­
a c te r i s t i c s  of the  to o ls  of in d u s tr ia liz a tio n  apply  to  M exico, and the
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d eg ree  to  w hich M exico would w ish  to em ploy  any of the  a fo re m e n ­
tioned  to o ls  of in d u s tr ia liz a tio n  depends, of c o u rse , on fa c to rs  
p e c u lia r  to M exico, It is  the  p u rp o se  of th is  p ap e r  to iden tify  th o se  
fa c to rs  w hich  have m o s t in fluenced  M ex ic o 's  p a r tic ip a tio n  in  LA FTA .
It is  the id en tif ic a tio n  of th e se  fa c to rs  th a t c o n s titu te s  the a n a ly tic a l 
b a s is  fo r  eva lua ting  M ex ic o 's  p a r tic ip a tio n  in  LA FTA . T h is  id e n tif ic a ­
tion  w ill be acco m p lish ed  by an sw erin g  th re e  q u estio n s: (1) Why
did M exico jo in  LA FTA  in  19^0 a f te r  a  h is to ry  of l i t t le  in te ra c tio n  
w ith  i ts  L a tin  A m e ric a n  n e ig h b o rs , and w hat b en e fits  d id M exico 
expect to re c e iv e  f ro m  p a r tic ip a tio n  in  LA FTA ; (2) To w hat d eg ree  
has M exico re c e iv e d  th o se  b en e fits  th a t i t  ex p ec ted  to  re c e iv e  f ro m  
p a r tic ip a tin g  in  LA FTA; and (3) W hat fo rc e s  w ill shape M ex ico 's  
p a r tic ip a tio n  in  LA FTA  in  the fu tu re  ?
A study  su ch  as  th a t ou tlined  above w ill n e c e s s a r i ly  en ta il an  
exhau stiv e  a n a ly s is  of the need s  fo r in d u s tr ia liz a tio n  in  M exico, the 
o b s ta c le s  facing  fu r th e r  in d u s tr ia liz a tio n  in  M exico, and  the a b ility  
of the v a r io u s  to o ls  of in d u s tr ia liz a tio n  to o v erco m e th o se  o b s ta c le s .
In th a t the needs fo r  in d u s tr ia liz a tio n  in  M exico and the ob­
s ta c le s  fac ing  in d u s tr ia liz a tio n  in M exico a r e  s im ila r  to the needs 
fo r in d u s tr ia l iz a tio n  and the o b s ta c le s  to th a t in d u s tr ia liz a tio n  in  
o th e r le s s -d e v e lo p e d  c o u n tr ie s , som e in s ig h ts  into the  developm en t 
p ro c e s s  in  o th e r  le s s -d e v e lo p e d  co u n tr ie s  m ig h t a lso  be gained  f ro m
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the above a n a ly s is . M o reo v e r, a s  a b y -p ro d u c t of th is  in v es tig a tio n  
s e v e ra l  m y th s and m isco n cep tio n s  co n cern in g  the  developm en t p ro ­
c e s s  in  M exico w ill be  c o r re c te d .
C H A PTE R  II
T H E  INDUSTRIALIZATION OF MEXICO:
NEEDS AND PER FO RM A N CE
In th e ir  ev a lu a tio n  of the r e a s o n s  fo r  M ex ic o 's  p a r t ic ip a tio n  in  
LA FTA , P h ilip p e  C, S c h m itte r  and  E r n s t  B. H aas ex am in ed  M ex ic o 's  
ra tio n a le  in  o r ig in a lly  jo in in g  L A FT A  in  19^0 and  the  fa c to rs  d e te rm -  
ing the  d e g re e  to w hich  M exico w ould p a r t ic ip a te  in  LA FTA  in  the 
p e r io d  su b seq u en t to the  signing  of the  T re a ty  of M ontevideo. They 
concluded  th a t  M exico jo in ed  L A FT A  to a lle v ia te  an  im m ed ia te  p ro b ­
lem : the  slow ing down of M ex ican  in d u s tr ia l iz a tio n  in  the face of a  
ra p id  popu la tion  grow th  r a te  and  an  even  m o re  ra p id  r a te  of u rb a n iz a ­
tion. T h is  d ilem m a w as com pounded b y  a  s lack en in g  of g row th  in  
the e x p o rt s e c to r  w hich a p p e a re d  in cap ab le  of fu r th e r  p ro v id in g  the 
n e c e s s a r y  c a p a c ity  to im p o r t  n eed ed  to s a tis fy  in d u s tr ia l  n eed s , 
M e x ic o 's  fu tu re  p a r t ic ip a tio n  in  L A FT A , in  th e ir  a n a ly s is ,  w ould d e ­
pend  upon bo th  the fu tu re  p e rfo rm a n c e  of in d u s tr ia liz a tio n , changes
1
in  th e  n eed s  fo r  in d u s try  and  the s tru c tu r in g  of LA FTA.
1
 Philippe. Ç. S c h m itte r  and  E r n s t  B, H aas, M exico and  L a tin
A m e ric a n  E conom ic  In te g ra tio n , In s titu te  of In te rn a tio n a l S tu d ies , 
R e s e a rc h  S e r ie s  No. 5 (B erk ley : U n iv e rs ity  of C a lifo rn ia  P r e s s ,  1964),
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In The D ilem m a of M ex ico 's  D evelopm en t R aym ond V ernon
e x p re s s e d  th is  sam e  se n tim e n t in  h is  o b se rv a tio n  that:
In  th e  e a r ly  1960 's . , . M ex ic o 's  econom y see m e d  to be 
ap p ro ach in g  a  new s e r ie s  of ro ad b lo ck s. The c o u n try 's  
g row th  a p p e a re d  to  be  slow ing . . . and  the  p ro sp e c ts  
fo r som e new im p e tu s  to grow th se em ed  u n c e r ta in . If 
the econom y w e re  a llow ed  to d r if t  fo r v e ry  long, the 
lo s s  of m om en tum  m ig h t expose the c o u n try  to s e r io u s  
p o lit ic a l r is k s  and  econom ic lo s s e s .  On the  o th e r  hand, 
p ra c t ic a l ly  e v e ry  m a jo r  change in  p o licy  th a t o ffe red  
som e p ro m is e  of s tim u la tin g  the c o u n try 's  developm en t 
a lso  seem ed  to involve a c o n s id e rab le  m e a s u re  of p o li t­
ic a l r is k , ^
The d ilem m a of M ex ic o 's  developm ent, a s  s ta te d  by  R aym ond V ernon, 
w as how to sp eed  up the in d u s tr ia l  p ro c e s s  w ith  the le a s t  r i s k  to 
M ex ico 's  p o lit ic a l s ta b ility . To b ro ad en  dem an d  th ro u g h  the r e d i s ­
tr ib u tio n  of incom e o r  in c re a s e d  g o v ee rn m en t p a r tic ip a tio n  w ould 
je o p a rd iz e  the su p p o rt of the  b u s in e s s  com m unity , and  to l ib e ra liz e  
fo re ig n  in v e s tm e n t r e s t r ic t io n s  o r in c re a s e  ta x e s  w ould  evoke public 
m is t ru s t .  LA FTA  m e m b e rsh ip  e m e rg e d  f ro m  h is  a n a ly s is  as  a  r a th e r  
r i s k  f re e  ap p ro ach  to  re d u c e  the s e r io u s n e s s  of th is  d ilem m a.
The N eeds fo r  In d u s tr ia liz a tio n  in  M exico
T h e re  is  no ty p ic a l L a tin  A m e ric a n  co u n try , b u t c e r ta in  c h a ra c ­
t e r i s t i c s  of M ex ic o 's  developm en t d u rin g  the  l a s t  tw enty  y e a rs  have
pp. 15-20,
2R aym ond V ernon , The D ilem m a of M e x ic o 's  D evelopm ent 
(C am bridge: H a rv a rd  U n iv e rs ity  P r e s s ,  1963), p. 176,
36
b een  com m on of a l l  of L a tin  A m erica . Among th e se  com m on c h a ra c ­
te r i s t i c s  is  the n eed  fo r a  ra p id  r a te  of in d u s tr ia liz a tio n  due to a 
ra p id  popu la tion  g row th  and r a te  of u rb an iza tio n , and a p o o r p e r fo rm ­
ing tra d it io n a l  e x p o rt s e c to r  w hich no lo n g er s e rv e s  a s  a  s ig n ifican t 
s tim u lu s  to  d ev e lo p m en t and is  s tr a in e d  to p ro v id e  su ffic ien t fo re ig n  
exchange e a rn in g s  to p ro v id e  fo r  need ed  im p o rts  of in d u s tr ia l  p ro d u c ts . 
The need  fo r a m o re  ra p id  in d u s tr ia liz a tio n  is  a lso  a function  of the 
po o r p e rfo rm a n c e  of a l te rn a tiv e  econom ic a c tiv it ie s  such  a s  a g r ic u l­
tu re  and m ining . T he EC LA  c ite s  the above fa c to rs  a s  co n stitu tin g  
the c e n tra l  need s  fo r  a  ra p id  in d u s tr ia liz a tio n  of M exico and  L atin  
A m e ric a  a s  a  w hole, ^ ô n e  a s p e c t  of th e se  n eed s , the s ta te  of the 
e x te rn a l s e c to r ,  w ill be r e s e r v e d  fo r  d isc u ss io n  in  C h ap te r IV,
In d u s try 's  a b so rp tio n  of lab o r
M ex ico 's  and  L a tin  A m e r ic a 's  h igh  popu lation  g row th  r a te s  
and  r a te s  of u rb a n iz a tio n  p ro b a b ly  co n s titu te  the m o s t p re s s in g  need  
fo r  th e ir  r a p id  in d u s tr ia liz a tio n . R e fe rr in g  to T ab le  3 it  can  be  seen  
th a t  M exico, along w ith  V enezuela , h as  ex p e rien ce d  the f a s te s t  popula.- 
tio n  grow th  in  L a tin  A m e ric a  in  r e c e n t  y e a rs . W hile the av e rag e  
annual com pound pop u la tio n  g row th  r a te  fo r  the p e r io d  1963-1968 fo r  
L a tin  A m e ric a  w as ap p ro x im a te ly  2. 8 p e r  cen t, the  r a te  fo r  M exico
^U, N, , The P r o c e s s  of In d u s tr ia l  D evelopm ent in  L a tin
A m e ric a , p, 4,
37
TA BLE 3
NATIONAL ACCOUNT AND PO PU LA TIO N  STATISTICS 
FOR LATIN AMERICA - 1968
C oun try  o r 
reg io n
G N P
T o ta l 1968 
(B illions 
of U. S. 
d o lla rs )
F iv e -y e a r  p e r ­
cen tage  in c re a s e  
(constan t p r ic e s )
P e r  cen t 
of L a tin  
A m e ric a n  
to ta l GNP
A rg en tin a 15 .41^ 15. 0 14. 1
B o liv ia 0. 80 33. ob 0. 7
B ra z i l 22, 11^ 14. Ob 20. 2
C hile 6, 3 ia 23. 0 5. 8
C olom bia 5. 50 24. 0 5. 0
E cu ad o r 1. 46 28. 0 1. 3
M exico 26. 77 42. OC 24. 4
P a ra g u a y 0. 52^ 22. 0 0. 5
P e ru 4. 05^ 2 9 . 0 3. 7
U ruguay 1. 30a 4 . 0b. c 1. 2
V enezuela 8. 50 27. 0 7. 8
T o ta l LA FTA 92 . 73 25. 0 84. 7
T o ta l CACM 4. 55 37. 0 4. 2
T o ta l C a rib b ea n 12. 25 27. 0 11. 2
T o ta l L a tin  A m e ric a 109 . 53 25. 0 100, 0
N otes:
C u rre n c y  f ig u re s  a re  c o n v e rted  a t o ffic ia l exchange r a te s  
excep t fo r  A rg en tin a , B ra z il ,  C h ile , C olom bia, and  P e ru  fo r  w hich  
an im p lic it  t ra d e  r a te  w as used , a) e s tim a te d  using  19^7 p r ic e s ,  
b) I 9 6 I - I 966 . c) GPD used , d) e s tim a te d  u s in g  1966 p r ic e s .
S o u rces: "M ark e t in d ic a to rs  fo r  26 L a tin  A m e ric a n  C o u n tr ie s , "
B u s in e ss  L a tin  A m e r ic a , D ecem b er 18, I 969 , pp. 404- 
405 ;. "P o p u la tio n  C en su s , " Review  of the E conom ic 
S itu a tio n  of M exico, XLVI, No. 534, (May, 1970),
pp. 122-128.
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TA BLE 3 --C o n tin u ed
P e r  cap ita  
n a tio n a l incom e 
(U. S. d o lla rs )
P opu la tion
T o ta l 
(M illions 
end of 
y e a r)
F iv e -y e a r  p e r ­
cen tage  in c re a s e
P e r  cen t 
u rb an  
(towns of 
2 ,500) 
and o v er
652 23. 62 8. 0 78. 0
147 4. 68 14. 0 35. 0
180 88. 21 16. 0 48. 0
545 9. 35 13. 0 71. 0
278 19. 83 17. 0 56. 0
220 5. 69 18. 0 48. 0
512 . '4 7 .2 7 19. 0 62 . 0
193 2. 23 17. 0 35. 0
3 5 ld 12. 77 17. 0 49. 0
464 2. 82 6. 0 79. 0
801 9. 69 19. 0 72. 0
363 226. 15 16. 0
276 14. 0 18. 0
435 26. 1 18. 0
365 226. 30 15. 0
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TA BLE 4
M EXICO'S PO PU LA TIO N  GROWTH IN S E L E C T E D  
M AJOR URBAN AREAS 
(T housands of P e rso n s )
A re a Y ear T o ta l
popu la tion
P e rc e n ta g e  change o v er 
the r e p o r te d  p e r io d s
N ation 1930* 16, 553
1940 19, 654 18. 73
1950* 25 ,791 31. 23
i 960 3 6 ,0 4 6 39 . 76
1969 4 8 ,9 3 0 35, 74
F  e d e ra l 1930 1 ,230 ,
D is tr ic t 1940 1 ,758 42, 93
1950 3, 050 73. 49
i 960 4, 871 59 . 70
1969 7, 006 43, 83
M o n te rre y 1930 137
1940 190 38. 69
1950 339 78. 42
i 960 601 77. 28
1969 830 38, 10
G u ad a la ja ra 1930 185
1940 237 28. 11
1950 380 60 . 33
i 960 740 94. 73
1969 1, 196 61 . 6 2 ...................
Note;
S ource :
^P o p u la tio n  r e p o r te d  a t  m id -y e a r .
C a lcu la ted  fro m : M exico, S e c re ta r ia  de In d u s tr ia  y C o m erc io , 
A n u ario  E s ta d iâ tic o  de; lo s  E s ta d o s  U nidos M exic a n o s , 
1966-1967, M exico , D, F , : T a lle re e  G r^ fic o s  de la  N acion,
1969  and "P o p u la tio n , " C o m erc io  E x te r io r  de M exico,
XVI, No. 4 (A p ril, 1970), p. 19.
TA B LE 5
M EX ICO 'S DEM OGRAPHIC GROW TH 
(T housands of P e rs o n s )
Y ea r T o ta l
p o p u la tio n
P e r  cen t of to ta l pop u la tio n  
U rb an  R u ra l
A nnual r a te  of g row th  
T o ta l U rb an
in  pop u la tio n  
' R u r a l
1900 13, 607 19 . 4 80. 6 # » * • ,  «
1930 16,5 5 3 33. 5 66, 5 a a a a
1950 25, 791 42. 6 57. 4 a a a
i 960 3 6 ,0 4 6 50. 7 4 9 . 3 a a
1961 3 7 ,2 6 8 51. 7 48. 3 3. 39 5. 27 1. 45
1962 38, 543 52. 6 47. 4 3. 42 5. 26 1. 45
1963 39, 871 53. 5 46. 5 3 .4 5 5. 24 1. 46
1964 4 1 ,2 5 3 54. 4 45. 6 3 .4 7 5. 21 1. 46
1965 42, 689 55. 3 44. 7 3. 48 5. 17 1, 46
1966 44, 145 56 . 1 43. 9 3. 41 5. 00 1. 45
1967 45, 671 57. 0 43. 0 3. 46 5. 03 1. 45
1968 4 7 ,2 7 0 3. 50 a
1969 48, 930 62. 0» 38. 0* 3 .5 1
N ote:
F o r  th e  y e a r s  1900, 1930, and  1950 p o p u la tio n  is  r e p o r te d  a t  m id -y e a r .  F o r  a l l  o th e r  
y e a r s  p o p u la tio n  is  r e p o r te d  a t  end  of y e a r .  U rb an  p o p u la tio n  c o n s is ts  of p e rs o n s  liv in g  in  tow ns 
o r  c i t ie s  hav ing  m o re  th an  2, 500 re s id e n ts .
^ P re l im in a ry  e s tim a te s .
S o u rc e s : C a lc u la te d  f ro m : M exico , S e c r e ta r ia  de In d u s tr ia  y C o m e rc io , A n u a rio  E s ta d is t ic o  de 
lo s  E s ta d o s  U nidos M exicano  s, 1966-1967,(M exico, D .F . :  T a l le r  e s  G ra f ic o s  de la  N acion , 1959)
and  "P o p u la tio n  C en su s ,
pp. 122-128.
R eview  of the E co n o m ic  S itu a tio n  of M exico , X L V l, No. 534 (M ay, 1970),
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w as a phenom enal 3. 5 p e r  cen t. R e fe rr in g  to  T ab le  4 i t  can  be seen  
th a t fo r  M exico th e  r a te  of popu la tion  g row th  m o re  than  doubled  f ro m  
the p e r io d  1930-1940 to  the p e r io d  1950-1960. P o p u la tio n  g row th  fo r 
the p e r io d  I 960- 1969 m a in ta in ed  a p p ro x im a te ly  the sam e  r a te  a s  fo r 
the p re v io u s  d ecad e , th a t r a te  being  the h ig h e s t in  L a tin  A m e ric a . 
R e fe rr in g  to T ab le  5 i t  can  be o b se rv e d  tlia t the r a te  of u rb an  popu­
la tio n  grow th  in  M exico h as  b een  s ig n if ic a n tly  f a s te r  th an  the g en e ra l 
r a te  of pop u la tio n  grow th . U rban  popu la tion  g row th  w as 5. 03 p e r  
cen t a s  c o m p a re d  to a  3. 46 p e r  c e n t to ta l popu lation  g row th  in  I 966 .
I t  w ould  a p p e a r  th a t th ro u g h  the f i r s t  s ix  y e a r s  of the p a s t  decade, 
the r a te  of u rb a n iz a tio n  w as slow ing. U rban  popu la tion  grow th  d e ­
c lin ed  f ro m  5. 27 p e r  c e n t in  I 9 6 I to  5. 03 p e r  c e n t in  I 966 . R ecen t 
c en su s  d a ta  in d ic a te s , how ever, th a t u rb a n iz a tio n  h as sp eed ed  up in  
m o re  re c e n t  y e a r s  w ith  u rb an  popu la tion  co n s titu tin g  s ix ty -tw o  p e r  
cen t of to ta l popu lation  in  1969-
T h is  phenom ena of u rb a n iza tio n , a s  in d ic a te d  by T ab le  3, h as 
not only  b een  confined  to M exico in  th a t fo u r of the e lev en  LA FTA  
m e m b e rs  ra n k  above M exico in  th e ir  d e g re e  of u rb a n iz a tio n  (A rgen tina , 
C h ile , U ruguay, and  V enezuela). I t  is  a p p a re n t f ro m  T ab le  4 th a t 
the g row th  M e x ic o 's  m a jo r  u rb an  a r e a s ,  the F e d e r a l  D is tr ic t ,
M o n terey , and  G u a d a la ja ra , h as  slow ed d u rin g  the l a s t  two d ecad es , 
b u t th is  m u s t  be c o m p a re d  to the  grow th  of the  su b u rb an  a r e a s  of 
th e se  m e tro p o lis e s . The popu la tions of San N ico las  de lo s  G a rz a  and
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G uadalupe, s a te ll i te  co m m u n itie s  of M onterey, g rew  du ring  the p e rio d  
i 960 to  1969 by  170. 4 p e r  c e n t and 301. 3 p e r  c en t re sp e c tiv e ly . In 
1969 40. 5 p e r  cen t of M ex ic o 's  population  liv ed  in  c i t ie s  of o v er 
100, 000 p e rso n s . Of the f if ty - th re e  c itie s  in M exico  w ith  popu la­
tio n s  o v e r  100, 000 th ir ty - tw o  c itie s  grew  by m o re  than  fif ty  p e r  cen t 
du ring  the p e r io d  1960-1969 .^
B e s id e s  the obvious b u rd en  th a t such a p a t te rn  of population  
grow th, a s  ex p e rien ce d  by L a tin  A m e ric a  and b y  M exico, im p o ses  on 
developm en t goals  such  a s  the GAS goal of in c re a s in g  p e r  cap ita  
p ro d u c t by a m in im um  of 2. 5 p e r  cen t p e r  y e a r  fo r  the L a tin  A m eric an  
n a tio n s , th is  p a tte rn  of popu la tion  grow th  h as two o th e r  m a in  im p lic a ­
tio n s . F i r s t ,  the h igh  r a te  of u rb an  grow th  e x p e rie n c e d  by  a co u n try  
such  a s  M exico m u s t be p a ra l le l le d  by a high r a te  of in d u s tr ia l  grow th 
and em ploym en t if u rb a n  unem ploym en t and the grow th  of v a r io u s  non­
p ro d u c tiv e  " s e rv ic e s  " (i. e. , se llin g  lo tte ry  t ic k e ts )  a r e  to  be  avoided. 
Second, the ra p id  expansion  of u rb an  a re a s  r e s u l ts  in  a m o re  w idely  
d iv e rs if ie d  dem and fo r  co n su m e r m an u fac tu red  goods than  the co u n try  
u su a lly  can  e ffic ien tly  supply  a t  th a t s tag e  in  i ts  developm ent.
T he p ro c e s s  of in d u s tr ia liz a tio n  in  L a tin  A m e ric a  as  a  whole 
h as  not k ep t p ace  w ith  the p ro c e s s  of u rb an iza tio n . It is  rough ly  
e s tim a te d  th a t be tw een  1925 and  I 96O in d u s try  a b s o rb e d  only  a l i t t le
"P opu la tion , " C o m erc io  E x te r io r  de M exico , XVI, No. 4 
(A pril, 1970), pp. 19-20.
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m o re  than  23 p e r  cen t of the 23 m illio n  p e rso n s  added to the u rb a n  
lab o r  fo rc e , and  15 p e r  cen t of the 36 m illio n  p e rso n s  added to to ta l 
em ploym en t in  L a tin  A m eric a . ^ An EC LA  study  po in ts  out th a t the 
in d u s tr ia l  a b so rp tio n  of la b o r  ( in d u stry  is  synonym ous w ith  m an u ­
fa c tu rin g  in  the study) h as  not only b een  d e fic ien t, bu t i t  h as  a lso  b een  
declin ing  w ith  r e s p e c t  to i ts  s h a re  of to ta l no n- a  g r  ic u ltu r  a l em p lo y ­
m en t. In 1925 the  in d u s tr ia l  em ploym en t sh a re  of n o n -a g r ic u ltu ra l  
em ploym en t fo r  L a tin  A m e ric a  w as 35. 4 p e r  cent. In I960, h o w ev er, 
the s h a re  h ad  d ec lin ed  to  27. 1 p e r  cen t. Only two n a tio n s, of th o se  
stud ied , in c re a s e d  th e ir  in d u s tr ia l  em p lo y m en t sh a re  of non- 
a g r  ic u ltu r  a l em ploym en t during  the  1950's  and th e se  c o u n tr ie s  w e re  
M exico and  V enezuela . V e n ez u e la 's  in c r e a s e  during  the p e r io d  1950 
to i 960 am oun ted  to le s s  than  one p e r  cen t w hile M ex ico 's  in c re a s e  
during  the sam e  p e r io d  am ounted  to 1. 8 p e r  cen t (28. 2 p e r  cen t to 3 0 .0  
p e r  cen t). ^
D uring  the p e r io d  1960-1967 the la b o r ab so rb in g  ab ility  of the 
in d u s tr ia l  s e c to r  fo r  L a tin  A m e ric a  a s  a  w hole w as le s s  than i t  had  
b e e n  d u rin g  the p e r io d  1950-1960. T he a v e ra g e  annual grow th  of
D onald  S o la r, "The C ase  A g a in s t L a tin  A m e ric a n  In teg ra tio n : 
E conom ic and  P o li t ic a l  F a c to r s "  in  T he M ovem ent T ow ard  L a tin  
A m e ric an  U nity , ed. by R onald  H ilton  (New York: F re d e r ic k  A. 
P ra e g e r ,  1969), p. 120.
^U. N . , The P r o c e s s  of In d u s tr ia l  D evelopm ent in  L a tin  
A m e rica , p. 377"
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in d u s tr ia l  em p lo y m en t fo r the p e r io d  1950-1960 w as 2 .4  p e r  cen t. 
D uring the p e r io d  1960-1967 e s tim a te d  a v e ra g e  annual g row th  of
7
in d u s tr ia l  em p lo y m en t in  L a tin  A m e ric a  w as 2. 1 p e r  cen t. W ith 
popu la tion  grow ing a t  an  ap p ro x im a te  2. 8 p e r  c e n t p e r  y e a r  in L a tin  
A m e ric a  du ring  the p e r io d  1963-1968, in c re a s e s  in  in d u s tr ia l  em p lo y ­
m en t d id not keep  p ace  w ith  g e n e ra l in c r e a s e s  in  population . T h is  
t re n d  p ro m p te d  the E co n o m ic  C o m m issio n  fo r  L a tin  A m e ric a  (ECLA) 
to s ta te  th a t, "T h ese  f ig u re s  a r e  a lre a d y  s ig n if ic a n t to  in d ica te  th a t 
one of the ou tstand ing  fe a tu re s  of in d u s tr ia l iz a tio n  in  L a tin  A m e ric a  
is  a  m a rk e d  fa ilu re  to co n trib u te  su ffic ien t em p lo y m en t to  p e rm it  the 
a b so rp tio n  of the ra p id ly  grow ing lab o u r fo rc e .
The slow down in the a b ili ty  of L a tin  A m e ric a n  in d u s try  to 
a b so rb  la b o r  can  b e  p a r t ia l ly  ex p la in ed  by s t r u c tu r a l  changes th a t 
have tak en  p lace  in  L a tin  A m e ric a n  in d u s try . M o st of the in d u s tr ia l  
g row th of the  p e r io d  1925-1960 w as th ro u g h  exp an sio n  of fa c to ry  
a c tiv it ie s , and v e ry  l i t t le  th ro u g h  the  ex pansion  of m o re  lab o r a b s o rb ­
ing a r t is a n  a c t iv it ie s .  A lthough m a n u fac tu rin g  em p lo y m en t d u ring  
th is  p e r io d  in c re a s e d  f ro m  4. 4 m illio n  p e rso n s  to 9. 7 m illio n  p e rs o n s .
^U nited  N ation, E conom ic  C o m m iss io n  fo r  L a tin  A m e rica , 
E conom ic  S urvey  of L a tin  A m e ric a , 1967. (E /C N . 12/8 0 8 /R e v . 1), 
1969, pp. 40-41 .
®U. N . , The P r o c e s s  of In d u s tr ia l  D evelopm en t in  L a tin  
A m e ric a , p. 38.
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74. 5 p e r  c e n t of th is  in c re a s e  w as in  fa c to ry  em p loym en t. The EC LA  
h a s  e s tim a te d  th a t if  a r t i s a n  a c t iv it ie s  had  grow n a s  f a s t  a s  fa c to ry  
a c t iv i t ie s ,  in d u s tr ia l  em p lo y m en t w ould have g row n by  an  ad d itio n a l 
five  m illio n  p e rso n s . ^
The g e n e ra l r e s u l t s  of the slow  r a te  of la b o r  a b so rp tio n  by 
in d u s try  in  L a tin  A m e r ic a  a r e  in d ica ted  b y  the e s tim a te  th a t fo rty  
p e r  cen t of the L a tin  A m e ric a n  w o rk  fo rc e  is  u n d e r-e m p lo y e d  (i. e . , 
e i th e r  p a r t ia l ly  o r to ta lly  unem ployed). U nem ploym ent in  m a jo r  
u rb a n  a r e a s  is  high: 6. 5 p e r  c e n t in  B uenos A ir e s ,  8. 5 p e r  cen t in  
M ontevideo , and  7. 6 p e r  cen t in  Santiago . T h is  p o o r p e rfo rm a n c e  
of in d u s try  h a s  not on ly  r e s u l te d  in a dec lin in g  s h a re  of in d u s tr ia l  
em p lo y m en t in  n o n a g r ic u ltu ra l  em ploym en t. W h ereas  m an u fac tu rin g  
em ployed  14. 2 p e r  c e n t of the to ta l lab o r  fo rc e  of L a tin  A m e ric a  in  
1950, i t  em p loyed  13. 8 p e r  c e n t of the to ta l la b o r  fo rc e  in  1965.
L ike L a tin  A m e r ic a  a s  a  w hole, M exico in c u r re d  a  declin ing  
s h a re  of in d u s tr ia l  em p lo y m en t in  to ta l n o n a g r ic u ltu ra l  em ploym en t 
d u rin g  the p e r io d  1925-1950. A lthough in d u s try  w as ab le  to in c re a s e  
i ts  s h a re  of em p lo y m en t w ith  r e s p e c t  to to ta l  em p lo y m en t b e ca u se  of 
a  slow dow n in  a g r ic u l tu r a l  em p lo y m en t grow th, g row th  in  t e r ia r y
9U .N .,  The P r o c e s s  of In d u s tr ia l  D ev e lo p m en t in  L a tin  
A m e ric a , p. 41.
'R eg ional A ffa irs , " C o m erc io  E x te r io r  de M exico, Vol.1 0 , „
XVI, No. 2, (F e b ru a ry , 1969), p. 17.
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em p lo y m en t w as m o re  ra p id  than  grow th  in  in d u s tr ia l  em ploym ent. .
M exico a lso  in c u r re d  the sh ift f ro m  a r t is a n  to fa c to ry  em p lo y ­
m en t in  in d u s try  com m on to L a tin  A m e ric a . A r tis a n  em ploym en t 
co n s titu te d  sev en ty  p e r  cen t of the in d u s tr ia l  lab o r fo rc e  in 1925, 
b u t by i 960 a r t is a n  em ploym en t w as only  th i r ty - s ix  p e r  cen t of the 
M exican  la b o r fo rc e  (the lo w est p e rc e n ta g e  in  L a tin  A m erica ). ^  ^
A lthough such  a sh if t f ro m  la b o r- in te n s iv e -in d u s try  to  r e l a ­
tiv e ly  le s s  la b o r-in te n s iv e  in d u s try  is  an  im p o rta n t d e te rm in in a n t of 
the a b ility  of in d u s try  to a b so rb  la b o r , i ts  s ig n ifican ce  is  r e la t iv e  to 
the g row th  r a te  of the e m e rg e n t in d u s tr ia l  ac tiv ity . The im p ac t 
th a t su ch  a s t r u c tu r a l  change in  in d u s try  h a s  on the a b so rp tio n  of 
la b o r  a lso  depends on the  p ro d u c tiv ity  of the  w o rk e rs  in  the two types 
of in d u s try . I t  w ould th e re fo re  no t be  un u su al to have a  r e s t ru c tu r in g  
of in d u s try  tak ing  p lace  such  a s  th a t w hich  h a s  o c c u rre d  in M exico o r  
L a tin  A m e ric a  w hile the a b ility  of in d u s try  to a b so rb  lab o r w as in c r e a s ­
ing, T h is  w as , in  fac t, the e x p e rie n c e  of M exico a f te r  1950.
F ro m  1950  to I 96O the to ta l g row th  of m an u fac tu rin g  em p lo y ­
m en t w as 6 0 . 0 p e r  cen t a s  co m p a re d  to a  r i s e  in  to ta l em p lo y m en t of 
35. 8 p e r  cen t. (Table 6 ) T h is  r e p re s e n te d  a  slow down of g row th  in
F e rn a n d o  H. C a rd o za  and  J o se  L u is  Reyna, " In d u s tr ia l iz a ­
tion , O ccupational S tru c tu re , and  S o c ia l S tra tif ic a tio n  in  L a tin  
A m e ric a , " in  C o n s tru c tiv e  C hange in  L a tin  A m e rica , ed. by C ole 
B la s ie r  (P ittsb u rg : U n iv e rs ity  of P i t ts b u rg  P r e s s ,  1968), p. 38.
TA B LE 6
M EX ICO 'S ECONOM ICALLY A CTIV E PO PU L A TIO N  BY F IE L D  OF ACTIV ITY
(T housand  of P e r s o n s )
Activity- 1940 1950 i 960 1965 1969*
T o ta l 5, 858. 1 8 , 345. 2 11, 332. 0 13 ,427 . 0 16 , 141
A g r ic u ltu re , f ish in g
f o r e s t r y 3, 830. 9 4, 823. 9 6 , 144. 9 6 , 866 . 7 7, 442. 0
P e r  cen t of to ta l 6 5 .4 57. 8 54. 2 5 1 .4 46. 1
E x tra c t iv e  in d u s tr ie s 106 . 7 97. 1 141. 8 172. 3 278. 0
P e r  c e n t of to ta l 1. 8 1. 2 1. 2 1 .3 1. 7
M anuf ac tu r in g 630. 3 972. 5 1, 556. 3 2, 045. 1 2, 825. 0
P e r  c e n t of to ta l 10. 6 11 .7 13. 7 15. 3 17. 5
C o n s tru c tio n Inc luded 244. 5 4 0 8 .4 528. 6 753. 0
P e r  c en t of to ta l in  m an u ­ 2 .7 3. 6 4. 3 4 .7
E le c tr ic i ty ,  g a s , e tc .
fa c tu rin g
9 .3 25. 0 41. 4 52. 5 87. 0
P e r  c e n t o f to ta l 0. 2 0. 3 0. 8 0 .4 0. 5
C o m m e rc e 552. 5 684. 1 1, 074. 6 1, 3 7 7 .4 1, 837. 0
P e r  c e n t of to ta l 9. 5 8. 2 9. 5 10. 3 1 1 .4
N ote: *D ata fo r  19&9 is  p ro v is io n a l.
TABLfE 6 - -C o n tin u ed
A c tiv ity 1940 1950 i 960 1965 1969»
T ra n s p o r ta t io n 149. 5 210. 6 357. 1 4 8 2 .4 65 9 . 0
P e r  c e n t of to ta l 2 .6 2. 5 3. 1 3. 6 4. 1
S e rv ic e s 415. 3 8 7 9 .4 1, 525. 7 1, 848. 2 2 , 2 6 0 . 0
P e r  c e n t of to ta l 7. 1 10. 5 13. 5 13. 8 14. 0
O th e rs 163 . 7 355. 0 81. 8
P e r  c en t of to ta l 2. 8 4. 3 0 .4 . . .  • T •
S o u rc e s : C a lc u la te d  f ro m : M exico , S e c r e ta r ia  de In d u s tr ia  y  C o m e rc io , A n u ario  E s ta d is t ic o
,de .^ lo s  E s ta d o s  U nidos M e x ic a n o s , 1966-1967 (M exico, D. F .  : T a ll  e r a s  G râ fic o s  
de la  Nacicjn, 1969), M exico , S e c r e ta r ia  de In d u s tr ia  y C o m e rc io , R ev is  ta  de^ 
E s ta d is t ic a  (M exico, D. F .  : T a l le r e s  G ra f ic o s  de la  Na.cion, Ju n e , 1967), "M ex ic o 's  
O ccupationa S tru c tu re ,  " R eview  of 'th e  E co n o m ic  S itu a tio n  of M exico , X LV, No. 529 
(D ecem b er, 1969), pp. 10-15.
tfi-
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to ta l em p lo y m en t in  th a t g row th  in  to ta l em ploym en t fo r  the p e r io d  
1940-1950 w as 44, 3 p e r  cen t. The grow th  of m an u fac tu rin g  em p lo y ­
m en t d u rin g  the p e r io d  1950-1960 of 60. 0 p e r  cen t r e p re s e n te d  an  
in c re a s e  o v e r  g row th  d u rin g  the  p rev io u s  decade w hich  to ta le d  54. 3 
p e r  cen t. A s a  r e s u l t  of th is  h ig h e r  g row th  r a te ,  and  the low er 
grow th  r a te  of o th e r  em ploym en t a c tiv it ie s .  M an u fac tu rin g  em p lo y ­
m en t in c re a s e d  i ts  s h a re  of to ta l em ploym en t f ro m  11 .7  p e r  c e n t in 
1950 to  13 .7  p e r  cen t in  I960. M anufac tu ring  em p lo y m en t a lso  
in c re a s e d  i t s  s h a re  of n o n a g r ic u ltu ra l em ploym ent f ro m  28. 2 p e r  
c en t in  1950 to 30. 0 p e r  cen t in  I960.
A lthough em ploym en t in  m an u fac tu rin g  grew  a t  a  f a s te r  r a te  
d u rin g  the p e r io d  1950-1960 than  i t  h ad  during  the p re v io u s  decade , 
and  a lthough  in d u s try  in c re a s e d  i ts  s h a re  of n o n a g r ic u ltu ra l em p lo y ­
m en t, i ts  p e rfo rm a n c e  a p p e a rs  to have b een  le s s  than  s a tis fa c to ry  
co n s id e rin g  the needs fo r  in c re a s e d  m an u fac tu rin g  em p lo y m en t du ring  
th a t p e rio d . R e fe rr in g  to T ab le  7 it  can  be o b se rv e d  th a t du ring  the 
p e r io d  1950-1960, u rb an  popu la tion  g rew  a t  a  f a s te r  r a te  (61 .20  p e r  
cen t) th an  em ploym en t in  m an u fac tu rin g  (60. 03 p e r  cen t). In  th a t the 
u rb a n  popu la tion  is  h igh ly  dependen t on m an u fac tu rin g  fo r  em p lo y ­
m en t, the above s ta t is t ic s  a r e  m o s t s ig n ifican t. I t w ould ap p ea r  
th a t m an u fac tu rin g  em ploym en t w as no t ab le  to  even  k eep  p ace w ith
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TA B LE 7
M EXICO 'S URBAN PO PU LA TIO N  CHANGES AND 
URBAN EM PLO Y M EN T
Ite m P e rc e n ta g e
change
1950-1960
P e rc e n ta g e
change
1960-1965
P e rc e n ta g e ^
change
1965-1969
T o ta l popu la tion 39. 76 18.43 14. 61
U rb an  popu la tion 61 . 20 29. 04 28. 50
T o ta l em p lo y m en t 35 .79 18. 48 20 .21
E m p lo y m en t in 
m an u fac tu rin g 60. 03 3 1 .4 2 38. 15
E m p lo y m en t in  
c o m m e rc e 57. 08 28. 11 33. 40
E m p lo y m en t in 
s e rv ic e s 7 3 .4 9 21. 01 22. 29
(P e rc e n ta g e  change in  
m an u fa c tu rin g  em p lo y ­
m e n t ^  p e rc e n ta g e  - 
change in  u rb a n  
population) 0. 98 1. 08 1. 34
(P e rc e n ta g e  change in  
to ta l em p lo y m en t 4 -  
p e rc e n ta g e  change in  
to ta l  population) 0. 90 1. 00 1. 38
^ U rb an  em p lo y m en t is  b a se d  on an  e s tim a te d  change f ro m
1968.
S o u rce : T a b le  5 and  T ab le  6.
u rb a n  pop u la tio n  in c re a s e s  d u rin g  th is  p e r io d .
12 T h is  po in t o ften  m ad e  by  the E C L A , a s su m e s  th a t grow th  
of th e  u rb a n  la b o r  fo rc e  is  rough ly  eq u iv a len t to g row th  of u rb a n  
popu la tion . T h is  obv iously  m ay  not be the  c a s e . The s ig n ifican ce  
of the  p o in t m ay , th e re fo re , be o v e rs ta te d .
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to ta l em ploym ent in  th a t growth in  to ta l em p lo y m en t fo r  the p e rio d  
1940-1950 w as 44. 3 p e r cen t. The g row th  of m an u fac tu rin g  em ploy­
m ent during  th e  p erio d  1950-1960 of 60. 0 p e r  cen t r e p re s e n te d  an 
in c re a se  over grow th during the p rev io u s  decade w hich to ta le d  54. 3 
p e r cent. As a  r e s u l t  of th is  h ig h e r g row th  r a te ,  and the low er 
growth ra te  of o th e r em ploym ent a c t iv i t ie s .  M anufac tu ring  em ploy­
m ent in c re a sed  i ts  sh a re  of to ta l em ploym en t f ro m  11.7 p e r  cen t in 
1950 to  13.7 p e r cent in  I960. M an u fac tu rin g  em ploym en t a lso  
in c re ased  i ts  sh a re  of n o n a g ric u ltu ra l em p lo y m en t fro m  28. 2 p e r  
cen t in 1950 to 30. 0 p e r  cen t in  I960.
Aldiough em ploym ent in  m an u fac tu rin g  grew  a t  a  f a s te r  r a te  
during the period  1950-1960 than  i t  had  d u rin g  the  p rev io u s  decade, 
and although in d u stry  in c re a s e d  i ts  s h a re  of n o n a g ric u ltu ra l em ploy­
m ent, i ts  pe rfo rm ance  a p p e a rs  to  have b een  le s s  than  s a tis fa c to ry  
considering  the needs fo r in c re a s e d  m an u fac tu rin g  em ploym ent during  
th a t period . R efe rrin g  to T able 7 i t  can  b e  o b se rv e d  th a t during  the 
period  1950-1960, u rb an  population  g rew  a t  a  f a s te r  r a te  (6 l. 20 p e r  
cent) than em ploym ent in  m an u fac tu rin g  (60. 03 p e r  cen t). In th a t the  
u rban  population is  highly dependent on m an u fac tu rin g  fo r  em ploy­
m ent, the above s ta tis t ic s  a r e  m o s t s ig n ifican t. I t  w ould ap p ear 
th a t m anufacturing em ploym ent w as not ab le  to even keep  pace  w ith
I
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TA B LE 7
M EXICO'S URBAN PO PU LA TIO N  CHANGES AND 
URBAN EM PLO Y M ENT
Item P e rc e n ta g e P e rc e n ta g e P e rc e n ta g e ^
change change change
1950-1960 1960 .1965 1965-1969
T o ta l popu la tion  
U rban  popu la tion  
T o ta l em ploym en t 
E m p lo y m en t in 
m an u fac tu rin g  
E m p lo y m en t in  
c o m m e rc e  
E m p lo y m en t in  
s e rv ic e s
(P e rc e n ta g e  change in  
m an u fac tu rin g  em ploy, 
m en t 4- p e rc e n ta g e   ^
change in  u rb an  
population)
(P e rc e n ta g e  change in  
to ta l em p lo y m en t 4-  
p e rc e n ta g e  change in  
to ta l population)
18. 4339.76 14, 61 
28. 50 
2 0 . 2 1
38. 15
3 3 .40
2 2 .2 9
0. 90 1. 00
1. 34
1. 38
^U rb an  em ploym en t is  b a se d  on an  e s tim a te d  change f ro m
1968.
S o u rce ; T ab le  5 and T ab le  6.
u rb a n  popu la tion  in c r e a s e s  d u rin g  th is  p e rio d .
12 T h is  po in t o ften  m ade by  the EC LA , a s s u m e s  th a t g row th  
of the  u rb a n  la b o r fo rc e  is  rough ly  eq u iv a len t to g ro w th  of u rb a n  
population . T h is  obv iously  m ay  not be the c a se . The s ig n ifican ce  
of the  po in t m ay , th e re fo re , be  o v e rs ta te d .
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A lthough em p lo y m en t in  s e rv ic e s  g rew  a t  a  s lo w er r a te  d u ring  
the 1950 's than  i t  had  d u rin g  the 1940 's (73 p e r  cen t v e r s u s  111 p e r  
cen t) i ts  g row th  r a te  du ring  the 1950 's w as s t i l l  h ig h e r th an  th a t of 
m a n u fa c tu rin g  em ploym en t. W h erea s  s e rv ic e  em p lo y m en t w as n in e ty  
p e r  cen t a s  g re a t  a s  m an u fac tu rin g  em p lo y m en t in  1950, i t  w as n in e ty - 
e ig h t p e r  cen t a s  g r e a t  a s  m an u fac tu rin g  em ploym en t in  I960. If the 
w hole t e r t i a r y  s e c to r  ( s e rv ic e s ,  tra n s p o r ta t io n , c o m m e rc e , e le c ­
t r ic i ty  and  gas, and  co n s tru c tio n )  em p lo y m en t is  c o m p a red  to em p lo y ­
m e n t in  m a n u fac tu rin g , t e r t i a r y  em p lo y m en t w as 2 .4  t im e s  g re a te r  
than  m an u fac tu rin g  em ploym en t in  I960.
D uring  the  p e r io d  I 96O- I 969  the a b ili ty  of m an u fac tu rin g  to  
a b so rb  la b o r  w as s ig n ifican tly  g r e a te r  th an  i t  had  b e e n  d u rin g  the 
p e r io d  1950-1960. W hile m an u fac tu rin g  em p lo y m en t in c re a s e d  by 
6 0 . 0 p e r  cen t d u rin g  the p e r io d  1950-1960, f ro m  196O -I969  m an u ­
fa c tu rin g  em p lo y m en t in c re a s e d  by  81. 6 p e r  cen t. M anufac tu ring  
em p lo y m en t a s  a  p^ercentage s h a re  of to ta l  n o n a g r ic u ltu ra l em p lo y ­
m en t a lso  in c r e a s e d - - f r o m  30 p e r  cen t in  I960 to 32, 47 p e r  cen t in
1969.
U nlike th e  p e r io d  1950-1960, em p lo y m en t in  m an u fac tu rin g  
d u rin g  the  p e r io d  1960-1969 g rew  a t  a  s ig n if ic a n tly  f a s te r  r a te  than  
g row th  in  u rb an  population .
R e fe r r in g  ag ain  to T ab le  7 the r a t io  of g row th  in  m an u fac tu rin g  
em p lo y m en t to g row th  in  u rb a n  popu la tion  w as 1. 08 fo r  the p e r io d
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I960-1965  and  1 .3 4  fo r  the p e r io d  1965-1969 (as opposed  to 0. 98
d u rin g  the  p e r io d  1950-1960). M o re o v e r , th is  r a p id  im p ro v em en t in
the la b o r  ab so rb in g  a b ili ty  of m an u fac tu rin g  co in c id ed  w ith  an  in c re a s e
in  the a b ili ty  of to ta l  em ploym en t to a b so rb  to ta l  la b o r  fo rc e  grow th.
W hile the p e rc e n ta g e  of the to ta l M exican  popu la tio n  em ployed  had
d ec lin ed  fro m  32. 35 p e r  c en t in  1950 to 31. 43 p e r  cen t in  I960, the
p e rc e n ta g e  of th e  to ta l popu la tion  em ployed  in  1969 stood a t 32. 98 
13p e r  cen t. I t  is  a lso  s ig n if ic a n t to no te  th a t  m an u fac tu rin g  em ploy ­
m e n t grew  a t  a  f a s te r  r a te  th an  s e rv ic e  em p lo y m en t du ring  the p e r io d s  
1960-1965 and  1965-1969.
S e v e ra l co n c lu s io n s  can  be  d raw n  fo r  L a tin  A m e ric a  in  g e n e ra l 
and  M exico in  p a r t ic u la r  f ro m  the above a n a ly s is  of the a b ility  of 
in d u s try  to a b so rb  a  ra p id ly  grow ing popu la tion , w hich  is  becom ing  
in c re a s in g ly  u rb an . F i r s t ,  the  ra p id  g row th  of population , and the 
ra p id  u rb a n iz a tio n  of th a t popu lation  in  L a tin  A m e ric a  and M exico has  
r e q u ire d  and  w ill con tinue to r e q u ire  ra p id  in c reases iin  in d u s try 's  
a b ility  to a b so rb  la b o r  if the  grow th  of m a rg in a lly  p ro d u c tiv e  s e rv ic e s  
and  unem ploym en t is  to be avoided.
F  o r  L a tin  A m e ric a  in  g e n e ra l, th e  g row th  of in d u s try  has  no t 
s a tis f ie d  the  n eed s  fo r  in d u s tr ia l  grow th . In fa c t, the ab ility  of in ­
d u s try  to a b so rb  la b o r  in  L a tin  A m e ric a  d im in ish e d  in  re c e n t y e a rs .
13
C a lc u la ted  fro m  T ab le  5 and  T ab le  6.
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The r e s u l t  h a s  been  a  p ro life ra t io n  of s e rv ic e  in d u s tr ie s  and r a th e r  
high le v e ls  of unem ploym ent.
M exican  in d u s try  exh ib ited  the type of le th a rg y  com m on to 
L a tin  A m e ric a n  in d u s try  u n til 1950, F ro m  1950 to I960, how ever, 
the g row th  of M exican  in d u s try , w hile s t i l l  no t s a tis fa c to ry , show ed 
a m a rk e d  upsw ing. T h is  o c c u r re d , u n fo rtu n a te ly , du rin g  a  down­
swing in  the grow th  of a l te rn a tiv e  em ploym ent a c tiv it ie s  w ith  the 
r e s u l t  th a t a s m a lle r  p e r  cen t of the M exican  popu la tion  w as em ployed 
in  i 960 than  in  1950.
The upsw ing in  in d u s tr ia l  em ploym ent w hich  had  o c c u r re d  
du ring  the 1950 's a c c e le ra te d  ra p id ly  du ring  the 1960 's. D uring  the 
p e r io d  1965 to  1969, in c re a s e s  in  in d u s tr ia l  em ploym en t w e re  s ig n if­
ic a n tly  exceed ing  in c re a s e s  in  u rb a n  population. A lso , th is  took 
p lace  w hile  in c re a s e s  in  to ta l em ploym ent w e re  exceed ing  in c re a s e s  
in  to ta l population.
It w ould a p p e a r , th e re fo re , th a t unlike L a tin  A m e ric a  a s  a  
w hole, M exico has ach iev ed  a  r a te  of in d u s tr ia l  g row th  re la t iv e ly  
su ffic ien t to  s a tis fy  i ts  em ploym en t n eeds fo r in d u s tr ia liz a tio n .
The p e rfo rm a n c e  of a lte rn a tiv e  
econom ic a c tiv itie s
In d u s tr ia l  g row th  is  no t only im p o rta n t f ro m  the s tan d p o in t of 
p rov id ing  em ploym en t to a  grow ing population. A lso  to be c o n s id e re d  
is  the  s tim u lu s  to the g e n e ra l developm ent of a  na tion  a ffo rd ed  by
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in d u s tr ia l  grow th.
The n eed  fo r a  h igh  r a te  of in d u s tr ia l  grow th  in  L a tin  A m e ric a  
a s  a  s tim u lu s  to developm en t is  a c c e n tu a ted  if one c o n s id e rs  the p e r ­
fo rm an ce  of a lte rn a tiv e  econom ic a c tiv it ie s  (i. e. , a g r ic u ltu re  and the 
e x tra c tiv e  in d u s tr ie s )  in  s tim u la tin g  developm ent. A g ric u ltu re  and 
the e x tra c tiv e  in d u s tr ie s  a s  s tim u li to developm ent have b een  la rg e ly  
in e ffec tu a l fo r  L a tin  A m e ric a  a s  a  w hole.
G row th  in a g r ic u l tu ra l  ou tpu t du ring  the p e r io d  I960 to 1967, 
a s  p re s e n te d  in T able 8, w as m a rg in a l  fo r a l l  b u t two of the LA FTA  
m e m b e rs , M exico and  V en ezu e la  w hose a v e ra g e  p e rc en ta g e  in c re a s e  
in  output fo r  the p e r io d  1960-1967 w e re  4. 9 p e r  cen t and  5, 5 p e r  cen t 
re sp e c tiv e ly .
The s lu g ish n e ss  d isp la y e d  in  a g r ic u l tu ra l  p ro d u c tio n  am ong
L A FT A  m e m b e rs  is  com m on to L a tin  A m e ric a  as  a  w hole, and  the
s e r io u s n e s s  of th is  poor p e rfo rm a n c e  by a g r ic u ltu re  is  r e f le c te d  in
the fa c t  th a t a g r ic u l tu ra l  p ro d u c tio n  p e r  in h ab itan t fo r L a tin  A m e ric a
d ec lin ed  by  8. 8 p e r  cen t f ro m  1958 to 1966.
I t  w ould ap p ea r th a t  m in ing  in  L a tin  A m e ric a  h a s  a p o te n tia l
fo r  g row th  above th a t w hich h as  b e en  ach iev ed  if i t  is  c o n s id e re d  th a t
L a tin  A m e ric a  p o s s e s s e s  tw enty  p e r  cen t of w o rld  r e s e r v e s  of
b au x ite , t i i ir ty  p e r  cen t of w o rld  co p p er r e s e r v e s ,  f if te en  p e r  cen t
14U. N. , E conom ic  S u rv ey  of L a tin  A m eric a , 1967, p. 200.
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TA BLE 8
GROW TH OF AGRICULTURAL O U TPU T 
FO R LA FTA  M EM BERS
A v erag e  p e rc e n ta g e  
in c re a s e  in  ou tpu t 
fo r  the p e r io d  
C o u n try  1960-1967
A r g e n t in a ......................................................  3 ,0
B o l i v i a ........................................................................... 0 .7
B ra z i l  ...............................................................   2 .9
C h i l e .....................................................................   1 .9
C o lo m b ia ............................................................................1 .9
E c u ad o r  ............................................................3 .2
M e x i c o .................................................   4 .9
P a r a g u a y  2. 2
P e r u ....................................................................................1 .2
U ruguay ......................................................................... - 0 .8
V e n e z u e la ............................................................................5 .5
S ource : U nited  N atio n s, D e p a rtm e n t of E co n o m ic  and  S o c ia l A ffa irs , 
W o rld  E co n o m ic  S urvey , 1968, P a r t  2, (E /4 6 8 8 S T /E C A / 
119), 1970, p. 80.
of w o rld  tin  r e s e r v e s ,  e ig h teen  p e r  cen t of w o rld  m an g an eze  r e s e r v e s ,  
and  ap p ro x im a te ly  f if te e n  p e r  cen t of the  w o r ld 's  iro n , le a d , and  zinc 
r e s e r v e s .  The p e rfo rm a n c e  of m in ing  h a s , h o w ev er, b een  r a th e r  
poor-. M ining, b e s id e s  co n trib u tin g  l i t t le  to em p lo y m en t^^  and
15 U nited N atio n s, E conom ic  C o m m iss ip n  fo r  L a tin  A m e ric a , 
"M ining in  L a tin  A m erica^  " E conom ic  B u lle tin  fo r  L a tin  A m e ric a , 
XIV, No. 2, 1970, p. 80.
 ^^ M ining em ploym en t a s  a.perœ itage of to ta l em p lo y m en t in  
1965 w as 0. 3 p e r  c e n t fo r  A rg en tin a , 0. 4 p e r  c en t fo r  B ra z i l ,  3. 9 
p e r  c en t fo r  B o liv a , 3. 5 p e r  c en t fo r  C h ile , 1. 1 p e r  cen t fo r  C olom ­
b ia , 0. 8 p e r  cen t fo r  M exico, 1. 6 p e r  cen t fo r  P e ru ,  and  0, 7 p e r
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co n s titu tin g  le s s  th an  s ix  p e r  c e n t of GDP fo r  a l l  b u t two of the m a jo r  
m in ing  c o u n tr ie s  of L a tin  A m e ric a , h as  g row n a t  a  r a th e r  slow  ra te .
G row th  in  m in ing  p ro d u c tio n  fo r  L a tin  A m e ric a  a v e ra g e d  
only 3. 8 p e r  cen t p e r  y e a r  fo r the p e r io d  I960 to  1967, B ut, even 
th is  slow  r a te  of g row th  is  d ece iv in g ly  h igh  if the in d iv id u a l coun­
t r i e s '  g row th  r a te s ,  a s  p re se n te d  in  T ab le  9, a r e  c o n s id e re d . W ith 
s ix  of the  e ig h t m a jo r  p ro d u c e rs  in  L a tin  A m e ric a  hav ing  annual 
g row th  r a te s  of m in ing  p ro d u c tio n  le s s  th en  the re g io n a l a v e ra g e  3. 8 
p e r  cen t, and w ith  two of the m a jo r  p ro d u c e rs  (C olom bia and  V en­
ezu e la ) a c tu a lly  show ing s u b s ta n tia l d e c lin e s  in  m in ing  p ro d u c tio n , i t  
w ould a p p ea r  th a t m in ing  h as  no t p ro v id ed  m uch  of a  s tim u lu s  to 
dev elo p m en t in  L a tin  A m e rica .
The p e rfo rm a n c e  of m in ing  and a g r ic u l tu r e  in  M exico, w ith in  
r e c e n t  y e a r s ,  h a s  d isp lay ed  the s lu g g ish n e ss  ty p ica l of th e se  a c t iv i­
t ie s  in  L a tin  A m e ric a  a s  a  w hole. F o r  a g r ic u l tu r e ,  th is  r e p re s e n te d  
a  r e v e r s a l  of p a s t  p e rfo rm a n c e . M exico, in  1965, w as the only  
c o u n try  in  L a tin  A m e ric a  s e lf  su ff ic ie n t in  food. M ex ican  a g r ic u l tu ra l  
p ro d u c tio n  w as c o n s id e re d  the m o s t e ffic ien t in  L a tin  A m e ric a  as  a
cen t fo r  V enezuela . T h e se  fa c ts  a r e  co n ta in ed  in  U nited  N ations, 
E conom ic  C o m m iss io n  fo r  L a tin  A m e ric a , "M ining in  L a tin  A m e ric a , " 
E co n o m ic  B u lle tin  fo r  L a tin  A m e r ic a , XIV, No. 2, 1970, p. 93.
N. , "M ining in  L a tin  A m e ric a , " p. 84.
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TA BLE 9
M INERAL PRODUCTION FO R  THE M AJOR M INERAL 
PRODUCING COUNTRIES OF LATIN AM ERICA 
(P e tro le u m  excluded , 19^3 p r ic e s )
C o u n try P e r  cen t 
grow th
1960-1967
S h are  of GDP 
........... 1958 ........  ■ 1967 ...- •
A rg en tin a 21. 1 0 .4 0. 4
B o liv ia 37. 2 8. 0 9 . 0
B ra z il 9 4 . 0 0. 2 0..5
C hile 27. 1 7. 0 6. 5
C olom bia 11. 9 3. 7 3. 4
M exico 8, 6 2, 3 1. 5
P e r u 8. 8 4. 0 4 .2
V en ezu e la 17. 0 1 .8 .............. L 3............
S o u rce : U nited  N atio n s, E conom ic  C om m ission  fo r  L a tin  A m e ric a ,
E co n o m ic  S u rv ey  of L a tin  A m e ric a , 1967 (E /C N , 1 2 /8 0 8 / 
Rev. 1), 1969, p. 203.
r e s u l t  of m a ss iv e  lan d  r e fo rm  p ro g ra m s  and  i r r ig a t io n  p ro je c ts  in 
the n o rth  of M exico. The grow th  of M exican  a g r ic u l tu ra l  p ro d u c tio n  
f ro m  the  p e r io d  1934-1938 to 1965 w as an  ou tstan d in g  224 p e r  cen t 
(C olom bian a g r ic u l tu re  ach iev ed  the seco n d  g r e a te s t  g ro w th - - 127 p e r  
c e n t- - in  L a tin  A m e rica ).
F ro m  I 96O -I967 M exico show ed a  r a th e r  r e s p e c ta b le  grow th  
of a g r ic u l tu ra l  p ro d u c tio n  of 4. 9 p e r  cen t p e r  y e a r , In 1968,
^^E dm und  F lo re s ,  " F ro m  L and R efo rm  to In d u s tr ia l  R evo lu ­
tion; The M exican  C ase , " The D eveloping  E c o n o m ie s , VII, No. 1, 
(M arch , 1969), p. 83.
^^Table 8.
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h o w ev er, the  annual grow th  of a g r ic u l tu ra l  p ro d u c tio n  d eclined  to
2. 4 p e r  cen t, and  in  1969 a g r ic u ltu ra l  p ro d u c tio n  in c re a se d  by only
20an  e s tim a te d  1. 1 p e r  cent. T his dow nw ard tre n d  in  the g row th  of 
a g r ic u l tu r a l  p ro d u c tio n  is  a lso  ev iden t if the p e rfo rm a n c e  of the 
n a tio n a l acco u n t c a te g o ry  of a g r ic u ltu re , f o re s t ry ,  and fish in g  is  
c o n s id e re d  fo r  the p e r io d  I960 to 1969- A nnual grow th in  th is  c a te ­
g o ry  d ec lin ed  f ro m  an  a v e ra g e  annual g row th  of 4. 3 p e r  cen t fo r  the 
p e r io d  1960-1965 to 2, 3 p e r  cen t in  1966 and  2. 2 p e r  cen t in  1967.^^ 
As s ta te d  e a r l i e r ,  the  m ain  com ponent of th is  ca teg o ry , a g r ic u ltu re , 
g rew  by  only  an e s tim a te d  1. 1 p e r  cen t in  1969- W hether o r  no t th is  
d ec lin e  in  the g row th  r a te  of a g r ic u l tu ra l  p ro d u c tio n  re p re s e n ts  a  
t re n d  re m a in s  to be seen . It is  ev iden t, h o w ev er, th a t w ith a g r i ­
c u ltu re  co n trib u tin g  le s s  to M ex ico 's  developm ent, g row th in  o th e r 
w ea lth  p roducing  s e c to r s  m u s t be a c c e le ra te d  if  a  rap id  ra te  of 
dev elo p m en t is  to  be ach iev ed  and m ain ta in ed .
It w ould no t a p p e a r  th a t the M exican  e x tra c tiv e  in d u s tr ie s  
w ill be cap ab le  of p rov id ing  such a  r e q u ire d  g row th  ra te . As i t  can  
be se en  in  T ab le  9, m in e ra l  p ro d u c tio n  fo r M exico w as only ab le  to 
in c re a s e  a  to ta l of 8. 6 p e r  cen t f ro m  1960-1967. As a r e s u l t  the 
e x tra c tiv e  in d u s t r ie s ' s h a re  (p e tro leu m  excluded) of GDP d ec lin ed
"R ep o rt on G e n e ra l E conom ic  C onditions in  M exico in  
1969 , " C o m erc io  E x te r io r  de M exico, XVI, No. 4 (A pril, 1970), p. 8.
T ab le  6.
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fro m  2. 3 p e r  cen t in  1958 to  1. 5 p e r  cen t in  1967, A lthough the 
p e rfo rm a n c e  of the  e x tra c tiv e  in d u s tr ie s  im p ro v e d  in  1968 and  1969, 
ach iev ing  annual grow th  r a te s  of 5. 7 p e r  c e n t and  6, 5 p e r  cen t r e s p e c ­
tiv e ly , M exico i t  a p p e a rs  w ill not be  ab le  to depend upon the 
e x tra c tiv e  in d u s tr ie s  to  s tim u la te  developm ent.
P u t in to  a  fra m e w o rk  of g e n e ra lly  p o o r p e rfo rm in g  a l te r n ­
a tiv e  w ea lth  p roducing  econom ic a c t iv it ie s ,  how h as  in d u s try  p e r ­
fo rm e d  in  s tim u la tin g  econom ic developm en t (the grow th  of GDP 
and p e r  c a p ita  G D P)? F o r  L a tin  A m e ric a  a s  a  w hole, the a b ility  of 
in d u s try  to s tim u la te  the grow th  of G D P h a s  d ec lin ed  w ith  the r e s u l t  
th a t the g row th  r a te s  of GDP and p e r  c a p ita  GDP have d ec lin ed  o v er 
the p a s t  th re e  decad es .
The a v e ra g e  annual grow th  of L a tin  A m e ric a n  GDP and 
in d u s tr ia l  p ro d u c t, a s  show n in  T ab le  10, have b een  dec lin ing  sin ce  
1940 fro m  5. 0 p e r  cen t and  6. 8 p e r  c en t r e s p e c tiv e ly  fo r  the  p e rio d  
1940-1950 to 4. 5 p e r  c e n t and  5, 4 p e r  cen t re sp e c tiv e ly  fo r the 
p e r io d  I960-1968. The in d u s tr ia l  co effic ien t (annual grow th  of in d u s­
t r i a l  p ro d u c t o v er annual g row th  of GDP) h a s  a lso  b een  declin ing , 1. 4 
fo r  the p e r io d  1940-1950 to  1 ,2  fo r  the p e r io d  1960-1968, T h e re fo re , 
no t only  h as  the d y n am ism  of o v e ra ll  dev elo p m en t and in d u s tr ia l iz a ­
tio n  d im in ish ed , bu t the re la tiv e  a b ility  of in d u s try  to s tim u la te
22" R e p o r t  on G e n e ra l E conom ic C onditions in  M exico in  
1969 , " C o m erc io  E x te r io r  de M exico, XVI, No, 4 (A pril, 1970), p. 8.
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TA BLE 10
THE STIMULUS OF LA TIN AMERICAN 
INDUSTRY TO D EV ELO PM EN T 
(1950 P r ic e s )
P e r io d P e r  cen t a v e ra g e  
annual g row th  of 
G D P -L a tin  A m e ric a
P e r  cen t av e ra g e  
annual g row th  of 
G IP -L a tin  A m e ric a
In d u s tr ia l  
co e ffic ie n t 
Col. 3 
Col. 2
1940-1950 5. 0 6. 8 1 .4
1950-1960 4. 7 6. 3 1. 3
1960-1968 4. 5 5 .4 1 ,2
Source: U nited  N ations, E conom ic  C o m m issio n  fo r  L a tin  A m e ric a ,
" In d u s tr ia l  D evelopm ent in  L a tin  A m e ric a , "E conom ic 
B u lle tin  fo r  L a tin  A m e ric a , XIV, No. 2, 1970, p. 5.
o v e ra ll  developm en t, and th e  s tim u lu s  p ro v id ed  by the d o m e stic  
m a rk e t  to in d u s try  have a lso  d im in ish ed  fo r  L a tin  A m e ric a  a s  a  
w hole. T h is  tre n d , ex p e rie n c e d  by  e v e ry  co u n try  of L a tin  A m e ric a  
ex cep t fo r  C olom bia, P e ru , and M exico, h as  p ro m p te d  the EC LA  
ev a lu a tio n  th a t in d u s try , u n d er p r e s e n t  cond itions, is  no lo n g e r a 
d riv in g  fo rc e  of d ev e lo p m en t in  m o s t of L a tin  A m eric a .
S ig n ifican tly , the d ec lin e  in  the g row th  of in d u s tr ia l  p ro d ­
u c t h as  a ffec ted  n e a r ly  a l l  b ra n c h e s  of in d u s try  in  L a tin  A m eric a , 
w ith  co n su m e r goods show ing the p o o re s t p e rfo rm a n c e . A verage  
annual g row th  r a te s  of m a jo r  in d u s tr ie s  fo r the p e r io d s  1955-1960,
23 U. N. , " In d u s tr ia l  D evelopm ent in  L a tin  A m e ric a , " p .  5.
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and I960-1965  re s p e c t iv e ly  w e re  a s  fo llow s: food, b e v e ra g e s , and 
tobacco , 4. 4 p e r  c e n t and  4. 0 p e r  cen t; te x t i le s ,  3. 2 p e r  cen t and 
2. 8 p e r  cen t; p e tro c h e m ic a ls ,  10. 0 p e r  cen t and  8. 8 p e r  cen t; b a s ic  
m e ta l, 9. 0 p e r  c e n t and  8. 0 p e r  cen t; m e ta l tra n s fo rm a tio n  and 
tra n s p o r ta t io n  equ ip m en t, 15. 0 p e r  cen t and 7. 3 p e r  cen t.
T h is  dow nw ard  tre n d  in  the  g row th  of L a tin  A m e r ic a 's  
G D P and g ro s s  in d u s tr ia l  p ro d u c t h a s  obv io u sly  h ad  s e r io u s  e ffec ts  
on the g row th  of p e r  c ap ita  p ro d u c t fo r  the reg io n , co n s id e rin g  the  
re g io n a l p o p u la tio n  g row th  r a te  h a s  f lu c tu a te d  a ro u n d  2, 8 p e r  cen t 
p e r  y e a r  in  r e c e n t  y e a r s .
   F o r  s ix  of the  e lev en  LA FTA  m e m b e rs  l is te d  in T ab le  11,
p e r  cap ita  p ro d u c t g row th  r a te s  w e re  h ig h e r  fo r  the  p e r io d  1950 to  
1955 than  fo r  the  p e r io d  I960 to  1965. F o r  the  p e r io d  I960 to 1965 
only two of th e  e lev en  LA FTA  m e m b e rs  (M exico and B o liv ia) had  p e r  
c ap ita  p ro d u c t g row th  r a te s  exceed ing  two p e r  cen t, and  only  two 
c o u n tr ie s  (M exico and  B o liv ia) had  p e r  c ap ita  p ro d u c t g row th  r a te s  
exceed ing  two p e r  c e n t fo r  each  of the y e a rs  f ro m  1966 to  1968. The 
p a tte rn  of p e r  c a p ita  p ro d u c t g row th  fo r  L a tin  A m e r ic a  a s  a  w hole 
show s a s te a d y  slow dow n, m o s t s e v e re  du rin g  th e  p e r io d  1955 to I960 
(A e five yea,r p e r io d  p ro ce ed in g  the fo rm a tio n  of LA FTA ). C onditions
H a rv ey  S. P e r lo f f , A llian ce  fo r  P r o g re s s :  A S ocia l 
Inven tion  in  the M aking (B a ltim o re : Johns H opkins P r e s s ,  f ^ 9 ) ,  
p. 72.
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TA BLE 11
GROWTH OF G D P P E R  CA PITA  FO R  
LA TIN  AM ERICA
(C onstan t I 96O p r ic e s )
.   -   ^
C oun try  o r  A v erag e  annual g row th  of G D P p e r  cap ita
region'  ■ 1950- ■ 1955— 196O— 1966 ■ 1967' ■ • 1968
________________  1955 I960 1965_________________ __________ _
A rg en tin a 1. 4 0. 9 1. 7 -1 . 9 0. 5 2. 0
B o liv ia -1 . 8 -2. 9 2. 6 3. 9 3. 1 4. 6
1 B ra z i l 2, 5 2. 9 1. 5 1. 3 1. 7 3. 0
C hile 0. 9 1. 0 1. 8 3. 4 1. 0 1. 3
C olom bia 2. 3 1. 1 1. 0 2. 3 0. 5 2. 3
E cu ad o r 2. 2 1. 2 1. 2 2. 1 2. 5 1. 1
M exico 2. 9 2. 7 2. 6 3. 9 3. 8 3. 9
P a ra g u a y 0. 3 -0 . 1 1. 2 -0 . 2 0. 2 2. 3
P e ru 2. 6 2. 0 2. 7 2. 3 ■ 0 .4 0 .1
U ruguay 2. 8 -1 . 1 LO. 1 1. 4 -3 . 3 1. 8
V enezuela 4. 6 2. 4 1. 2 -1 . 2 0. 1 1. 9
L a tin  A m e ric a 2. 4 1. 8 1. 7 1. 6 1. 6 2. 5
Note: D ata  fo r  1968 is  p ro v is io n a l.
S ource : C a lc u la te d  fro m : U nited N ations, E conom ic  C o m m issio n
fo r  L a tin  A m e ric a , E conom ic  S u rv ey  of L a tin  A m e ric a , 
1967 (E /C N . 1 2 /8 0 8 / Rev. 1), 1964; "E conom ic  Ro\indup 
fo r  L a tin  A m e ric a , " C o m erc io  E x te r io r  de M exico , XIV, 
No. 4 (A pril, 1969), p. 19: "E conom ic  Roundup fo r  L a tin  
A m e ric a , " C o m erc io  E x te r io r  de M exico , XVI, No. 3 
(M arch , 1969), p. 20.
seem in g ly  im p ro v ed  in  1968, and  p re l im in a ry  e s tim a te s  in d ica te  th a t 
p e r  c ap ita  p ro d u c t g rew  by 2. 9 p e r  c en t fo r  L a tin  A m e ric a  in  1969 .
I t  is  too e a r ly ,  h o w ev er, to te l l  if  a  new upw ard  tre n d  is  developing.
25
"L a tin  A m erica : E conom ic  R ec o v e ry  and  S o c ia l P ro b le m s , "
C o m erc io  E x te r io r  de M exico , XVI, No. 5 (May, 1970), p. 2.
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It is  a lso  in te re s tin g  to  note th a t in 1968, w hile  p e r  cap ita
p ro d u c t in c re a s e d  fo r  the  reg io n  by  an im p ro v ed  2. 5 p e r  cen t, th ir te e n
of the tw enty  L a tin  A m e ric a n  R ep u b lics  had  grow th  r a te s  below  2. 5 
2 é>p e r  cen t. T h e re fo re , th is  m ild  r e c o v e ry  w as s h a re d  only by  a 
m in o rity  of L a tin  A m e ric a n  c o u n tr ie s .
W ith in d u s tr ia l  g row th  in c re a s in g ly  co n trib u tin g  p ro p o rtio n ­
a te ly  le s s  to G D P o v e r the p a s t th re e  d ecad es , and w ith  o th e r w ealth  
p roducing  a c tiv it ie s  show ing l i t t le  g row th , i t  w ould ap p ear the OAS 
m in im um  goal of a  n a tio n a l 2, 5 p e r  cen t grow th  in  p e r  cap ita  incom e 
is  p re se n tly  beyond the ab ility  of m o s t of the L a tin  A m eric a n  na tions 
to ach ieve . The m a jo r  excep tion  to th is  o b se rv a tio n  is , how ever, 
M exico.
M exico, as  seen  in  Table 3, ex p e rie n c ed  the g re a te s t  r e a l  
g row th , fo rty - tw o  p e r  cen t, of C N F  of a ll LA FTA  m e m b e rs  fo r  the 
p e r io d  1963 to  1968. M ex ico 's  p e rc e n ta g e  g row th  of C N F w as n e a r ly  
th re e  tim e s  g r e a te r  than  the CN F grow th  of A rg en tin a  and B ra z il ,  
who along w ith  M exico g e n e ra te  58. 7 p e r  cen t of L a tin  A m e r ic a 's  
CN F. M exico w as, m o re o v e r , the  only LA FTA  co u n try  ab le  to ex ­
ceed  the OAS goal of a  2. 5 p e r  c e n t annual p e r  cap ita  p ro d u c t in c re a s e  
fo r  a l l  th re e  of the five y e a r  p e r io d s  in d ica te d  in  T ab le  11.
. . . .  I -
"L a tin  A m e ric a  R e c o v e rs , ’* C o m erc io  E x te r io r  de M exico, 
XVI, No. 3, (M arch , 1970), p. 3.
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T he grow th of M ex ic o 's  GNP h as  not ex h ib ited  the long te rm  
dow nw ard tre n d  th a t h as  b een  com m on to L a tin  A m e ric a  a s  a  w hole. 
G row th of GN P, a s  c a lc u la te d  f ro m  T ab le  12, fo r  the p e r io d  1950 to 
i 960  w as the sam e a s  g row th  of GNP fo r the p e rio d  1940 to 1950 
(80 p e r  cen t). A lso , the a v e ra g e  annual grow th  of GNP fo r  the 
p e r io d  I 96O to 1968, a s  c a lc u la te d  fro m  T able  12, w as 6, 53 p e r  cen t 
a s  c o m p a red  to an  a v e ra g e  annual in c re a s e  in  G N P of 6, 15 p e r  cen t 
fo r  the p e r io d  1950 to 196O, W hile m a in ta in in g  the re la t iv e ly  high 
grow th  r a te s  of G N P fo s te re d  by the Second W orld  W ar d u ring  the 
1950 's ,  M exico w as ab le  to a c c e le ra te  the g row th  of G N P fo r  the 
p e r io d  I 96O to 1968.
The grow th of in d u s tr ia l  p ro d u c tio n  (m anufactu ring) h as a lso  
shown a  long ru n  ten d en cy  to a c c e le ra te  o v er the p a s t  two d ecad es.
The a v e ra g e  annual g row th  of in d u s tr ia l  p ro d u c tio n  in c re a s e d  fro m  
6. 60 p e r  cen t fo r  the p e r io d  1950-1955, to  8. 10 p e r  cen t fo r  the p e rio d  
1 955-1960 , slipp ing  to 7. 82 fo r the p e rio d  196O- 1965, and  up to 8. 80 
fo r  the p e r io d  1965-1969 .
The s tru c tu re  of in d u s tr ia l  g row th
S e v e ra l a s p e c ts  of the a c c e le ra tio n  in  the g row th  r a te  of 
M exican  in d u s try  a r e  im p o rta n t to  exam ine. R e fe rr in g  to  T ab le  13,
27
In d u s tr ia l  g row th  r a te s  fo r 1950-1960 a r e  from ;OA%  The 
A llian ce  fo r  P r o g re s s  and L a tin  A m e ric an  D evelopm ent P r o s p ec ts ; A 
F iv e  Y ea r R eview , 19^1-1965, p. 31. D ata fo r the p e r io d  1960-1967
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TA BLE 12
M EXICO'S ECONOMIC D EV ELO PM ENT SINCE 1940 
(In B illio n s  of P e so s )
Y ear R ea l GNP 
(1950 
p r ic e s )
A nnual 
G row th r a te  
of GNP
GNI^ jte i; c a p ita  . 
G row th r a te s
1940 22, 6
1945 30. 5
1950 40. 6
1951 4 3 .6 7 .4 4. 3
1952 4 5 .4 4. 1 . 0. 8
1953 45. 6 0. 5 - 2 .4
1954 5 0 .4 10. 5 7. 9
1955 54. 8 8. 7 5. 6
1956 58. 2 6. 2 3. 1
1957 62. 7 7. 7 4. 6
1958 66. 2 5. 6 2. 3
1959 68. 1 2. 9 - 0. 1
I960 73. 5 7. 9 4 .6
1961 76. 0 3 .4 0. 1
1962 7 9 .7 4. 8 1. 6
1963 84 .7 6. 3 3. 0
1964 93 .2 10. 0 6. 6
1965 98 .2 5 .4 2. 1
1966 105. 6 7. 5 3. 9
1967 112 .4 6 .4 3. 8
1968 120 .4 7. 1 3 .9
Note:
D ata fo r  1968 is  p ro v is io n a l. The B anco N a c io n a l's  data , 
w hile  o r ig in a lly  tak en  f ro m  g o v ern m en t s o u rc e s , ten d s  to  u n d e r­
e s tim a te  o ffic ia l g o v ern m en t d a ta  due to  th e ir  own c o r re c tio n s . 
T h is  d a ta  w ill, th e re fo re ,  be u se d  to in d ica te  g e n e ra l tre n d s  
r a th e r  than to  p ro v id e  sp ec ific  ex am p les .
S ource: "The C y c les  of O ur Econom y, " R eview  of the E conom ic 
S itu a tio n  in  M exico, No. 524 (July, 1969), p. 4.
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TA B LE 1 2 --C o n tin u ed
In v e s tm e n t (C u rre n t p r i c e s )
T o ta l In v e s tm e n t P r iv a te  In v estm en t P u b lic  In v es tm en t
to ta l annual
grow th
ra te
to ta l annual
grow th
ra te
to ta l annual
grow th
ra te
'"vO. 7 0. 5 ' 0. 3
2 .2 1. 3 2. 7 ,  4
6. 0 3. 3 2, 7 4
6. 7 11 .7 3. 9 18.2 2. 8 3. 7
8. 0 19. 4 4. 7 20. 5 3. 3 17. 9
7. 7 3. 7 4. 6 - 2. 1 3- 1 - 6. 1
9 .6 24, 7 5, 4 17. 4 4. 2 35. 5
12. 0 25. 0 7. 6 40. 7 4. 4 4, 8
13. 7 14. 2 9. 1 19. 7 4. 6 4. 5
15. 7 14, 6 10. 1 11. 0 5. 6 2 1 .7
17. 0 8, 8 6. 0 6. 2 10. 7
1 7 .4 2, 4 10. 9 0. 9 6. 5 4. 8
23. 2 33. 3 14. 4 32. 1 8. 8 35. 4
22. 6 - 2, 6 12. 3 -14. 6 10. 3 17. 0
24. 8 9. 7 13. 4 8. 9 11. 4 10. 7
28. 0 12. 9 13. 6 1. 5 14, 4 26. 3
36. 7 31. 1 19. 1 40. 4 17. 6 22. 2
38. 7 5. 4 22. 6 18. 3 16. 1 - 8. 5
45. 5 17. 6 24. 8 9. 7 20. 7 28. 6
4 7 .7 4. 8 25. 6 3. 2 22. 1 6. 8
63. 5 33. 1 39. 0 52. 3 24. 5 10, 9
TA B LE 13
STR U CTU RA L CHANGES AMONG S E L E C T E D  M EXICAN INDUSTRIES 
(P e rc e n ta g e s  b a s e d  on C o n s ta n t P e s o s ) ......................
S e lec te d
in d u s tr ie s
P e r  c en t 
g ro w th
1950-1960
P e r  c e n t 
g row th
1960-1966
S h a re  of to ta l 
p ro d u c tio n  of 
l i s te d  in d u s tr ie s
I960 , 1966
P ro je c te d  s h a re  of 
p ro d u c tio n  of 
l i s te d  in d u s tr ie s
1970
F ood, b e v e ra g e s  
and  tob acco 95 51 40. 0 36. 5 29. 7
T e x tile s 39 48 14. 3 12. 8 9. 1
P a p e r ,  p a p e r  
p ro d u c ts 92 71 2. 9 3. 0 2. 5
C h em ica ls 235 92 12. 1 14, 0 25. 1
B a s ic  m e ta ls  and 
m e ta l  p ro d u c tio n 257 71 18. 7 19. 3 21. 0
M ach in e ry 154 83 7. 3 8. 1 8. 0
T ra n s p o r ta t io n  
eq u ip m en t 124 124 4, 7 6. 4 4 .6
S o u rc e s ; U nited  N atio n s, E co n o m ic  C o m m iss io n  fo r  L a tin  A m e ric a , S ta t is t ic a l  B u lle tin  
fo r  L a tin  A m e r ic a , V, No. 2, 19^9, p. 144; P ro je c te d  s h a re s  a r e  f ro m  
"T he S tru c tu re  of M e x ic o 's  In d u s try , " R eview  of the E co n o m ic  S itu a tio n  of 
M exico , B anco N ac io n a l de M exico , V ol. XIV, N os. 519-520 (F e b ru a ry  and  
M arch , 1969), p. 11
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i t  is  o b se rv e d  th a t M ex ican  in d u s tr ia l  grow th  h a s  b een  uneven to the 
ex ten t th a t the  s h a re  of in d u s tr ia l  p ro d u c tio n  fo r the m a jo r  in d u s­
t r i e s  l is te d  in  T ab le  13 fo r co n su m e r n o n -d u ra b le  goods such  a s  food, 
b e v e ra g e s , tobacco , and te x ti le s ,  have b een  declin ing . T hese  four 
p ro d u c ts  c o n s titu te d  54, 3 p e r  cen t of the to ta l in d u s tr ia l  p ro d u c t in  
i 960 , but th e ir  s h a re  had  d ec lin ed  to  49. 3 p e r  cen t by 1966, and th is  
sh a re  is  p ro je c te d  to be 36, 8 p e r  cen t by  1970. T his d ec lin e  in the 
co n su m er n o n -d u ra b le  goods s h a re  of to ta l  p ro d u c tio n  fo r the se le c te d  
m a jo r  in d u s tr ie s  h a s  no t b een  due to a slow ing down of th e ir  ra te  of 
grow th, w hich  h as  in  fa c t in c re a se d , b u t th e ir  dec lin ing  s h a re  is  
r a th e r  due to the v e ry  high  r a te s  of g row th  ach iev ed  by  the m o re  
so p h is tic a te d  in d u s tr ia l  p ro d u c ts  lis te d .
As a po in t of c o m p a riso n , g row th  of food, b e v e ra g e s , and 
tobacco  a v e ra g e d  7. I 6 p e r  cen t grow th p e r  y e a r  w hile  to ta l m an u fac­
tu rin g  grew  a t  an  a v e ra g e  annual r a te  of 8, 23 p e r  c e n t fo r  the p e rio d  
i 960 to 1966 , T h is  r e p re s e n ts  a  r e v e r s a l  of th e se  p ro d u c ts  fo r the 
p e rio d  1948 to I960, w hen the grow th of food, b e v e ra g e s , and tobacco  
w as f a s te r  th an  the g row th  of to ta l  m an u fac tu rin g  (239 p e r  cen t v e r s u s
is  fro m  T ab le  13, E s tim a te d  in d u s tr ia l  grow th  r a te s  fo r 1968 and 
1969 a r e  firom "R ep o rt on G e n e ra l E conom ic C ond itions, " C o m erc io  
E x te r io r  de M exico , XVI, No. 4 (A pril, 1970), p, 6,
^^C om puted  f ro m  T ab le  13.
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230 p e r  cent). I t w ould ap p e a r  b a se d  on th e se  s e le c te d  m a jo r  
in d u s tr ie s  th a t in d u s tr ia liz a tio n , r a th e r  than  being  b a s e d  on the 
ra p id  developm en t of co n su m e r n o n -d u rab le  goods, h as  in s te a d  r e ­
ce iv ed  its  m a in  im p e tu s  f ro m  m o re  so p h is tic a te d  in d u s tr ie s ,  such  as 
ch e m ic a ls , b a s ic  m e ta ls ,  and  m e ta l p ro d u c tio n , m a c h in e ry , and  
tra n sp o r ta tio n  equ ipm ent. T h is tre n d  is  a lso  ev id en t fo r  L a tin  
A m e ric a  a s  a  w hole. F ood , b ev e ra g e , and  tobacco  p ro d u c tio n  con ­
s titu te d  35. 9 p e r  c e n t of G ro ss  In d u s tr ia l  P ro d u c t (GIF) fo r L a tin  
A m e ric a  in  1950, b u t th e ir  production: co n s titu te d  only  26. 3 p e r  cen t 
of g ro ss  in d u s tr ia l  p ro d u c tio n  in  1968. T e x tile s , fo o tw ear, and 
clo th ing  co n s titu te d  23. 2 p e r  c en t of L a tin  A m eric an  G IF  in  1950, 
and 13. 7 p e r  c en t of L a tin  A m e ric a n  G IF  in  1968. The d iffe ren ce  
betw een  the e x p e r ie n c e  of M exico and L a tin  A m e ric a , h o w ev er, is  
th a t the  r e s t ru c tu r in g  of M exican  in d u s try  has tak en  p la ce  w hile  indus- 
t r i a l  grow th  h as  b een  a c c e le ra tin g  w hile  L a tin  A m e r ic a 's  r e s t r u c tu r ­
ing of in d u s try  h as  tak en  p lace  w hile  in d u s tr ia l  g row th  h as  b een  s lo w ­
ing down.
The d ilem m a
A second  a s p e c t of the a c c e le ra tio n  of in d u s tr ia l  grow th  in  
M exico th a t b e a r s  in v e s tig a tio n  has  to do w ith  w hat R aym ond V ernon
29
U nited N atio n s, E conom ic C o m m issio n  fo r  L a tin  A m e rica , 
S ta tis t ic a l  B u lle tin  fo r  L a tin  A m e ric a , V, No. 2, 1969, p. 144.
30 tU. N. , " In d u s tr ia l  D evelopm en t in L a tin  A m e ric a , " p .  5,
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te rm e d  the  "D ilem m a" of M ex ico 's  developm ent. S e v e ra l a u th o rs , 
such  a s  R aym ond V ernon , w ritin g  d u rin g  the p e r io d  1960-1963, fe l t  
th a t M ex ic o 's  in d u s tr ia liz a tio n  and dev elo p m en t w as app roach ing  
s tag n a tio n . In  the lig h t of the a ffo rem en tio n ed  long ru n  a c c e le ra tio n  
of the g row th  r a te s  of in d u s try  and  G D P, the log ic  of th e ir  o b s e rv a ­
tio n s , a t  f i r s t  thought, is  som ew hat d ifficu lt to com prehend .
T h e ir  o b se rv a tio n s  w e re  la rg e ly  b a se d  on the follow ing f a c ­
to rs .  F i r s t ,  they  fe l t  th a t the c o n s tra in ts  r e s t r ic t in g  the fu r th e r  u se  
of " in w ard "  too ls  of in d u s tr ia liz a tio n  in  M exico w e re  ra p id ly  being  
reach ed . T h ese  c o n s tra in ts ,  a s  m en tioned  b e fo re , took  the fo rm  of: 
(1) a  r e g re s s iv e  p a t te rn  of incom e d is tr ib u tio n  lim itin g  the e ffec tiv e ­
n e ss  of the d o m estic  m a rk e t to  s tim u la te  in d u s tr ia liz a tio n ; (2) a 
low im p o rt co e ffic ien t lim itin g  the p o s s ib i l i t ie s  of fu r th e r  IS, e s p e c i­
a lly  fo r  co n su m e r goods; (3) a  d o m estic  m a rk e t  too sm a ll to  allow  
fo r  the c re a tio n  of e ffic ien t c a p ita l goods in d u s tr ie s ;  and (4) a  poor 
p e rfo rm in g  ex p o rt s e c to r  in cap ab le  of p rov id ing  a  s a tis fa c to ry  lev e l 
of n eed ed  fo re ig n  exchange fo r  the p u rc h a se  of c a p ita l goods e s s e n tia l  
to fu r th e r  in d u s tr ia liz a tio n .
To R aym ond V ernon  the fa c t th a t th e se  c o n s tra in ts  w e re  b e ­
ing ra p id ly  re a c h e d  w as ev iden t fro m  two o b se rv a tio n s , F i r s t ,  
M ex ican  in d u s try  w as o p era tin g  a t  r a th e r  low le v e ls  of c a p a c ity  in 
the e a r ly  1960 's a s  b o rn e  out by a study  by  C o m erc io  E x te r io r  in  
1963 w hich  c la im e d  th a t fifty  p e r  cen t of M exican  in d u s try  w as
71
31
o p e ra tin g  a t  u n d e r cap ac ity . T h is w as v iew ed  a s  ev idence  th a t the
d o m estic  m a rk e t  w as not expanding ra p id ly  enough to a b so rb  g row th  
in  in d u s tr ia l  output. It cou ld  h o w ev er, a lso  be v iew ed  as  ev idence  th a t 
m a n u fa c tu re rs  w e re  p o o r ju d g es of d o m estic  dem and. The h igh  c o s ts  
of M ex ican  in d u s tr ia l  p ro d u c ts , e sp e c ia lly  c o n su m e r d u rab le  goods 
and c a p ita l goods, a s  docum en ted  in  s tu d ie s  conducted  by the EC LA  
w as a ttr ib u te d  to bo th  an  u n d e ru tiliz a tio n  of c a p ita l, and  the n a r ro w ­
n e s s  of the d o m e s tic  m a rk e t  w hich  p re c lu d e d  the a c h ie v e m e n t of 
p o te n tia l eco n o m ies  of sc a le . The p re s e n c e  of th e se  f a c to rs ,
su p p o sid ly  re su lt in g  f ro m  the a fo rem en tio n ed  c o n s tra in ts ,  w e re  in t e r ­
p re te d , to  the d e g re e  th a t they  e x is te d , a s  s ig n s  of a n  inpending s ta g ­
n ation  of in d u s tr ia l  g row th  and developm ent.
F ro m  the v iew p o in t of R aym ond V ernon  w ritin g  in  the e a r ly  
1950 's, i t  w ould  a p p e a r  th a t the g row th  of M ex ic o 's  econom y w as in ­
deed  slow ing. R e fe r r in g  to T ab le  13, i t  can  be s e e n  th a t f ro m  1955 
to 1962 the  g row th  of M ex ic o 's  G N P and p e r  c a p ita  G N P w as e x p e r i­
encing  a dow nw ard m ovem en t. T h is  is  m o re  e a s i ly  se e n  by  f i r s t  
looking a t  the  b eh av io r  of the g row th  of p r iv a te  in v e s tm e n t fo r  th is  
p e rio d . F ro m  a  h igh  p r iv a te  in v e s tm e n t g row th  r a te  of fo r ty  p e r  cen t
^ E d ito r ia l, " C o m erc io  E x te r io r  de M exico , IX, No, 3 
(M arch , 1963), p. 138.
. I . . . .
U. N. , The P r o c e s s  of In d u s tr ia l  D ev e lo p m en t in  L a tin  
A m e r ic a , pp. 130-145,
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in  1955, the an n u a l p r iv a te  in v e s tm e n t g row th  r a te  d ec lin ed  to  0. 9 p e r  
cen t in  1959 G row th  of p r iv a te  in v e s tm e n t re c o v e re d  in  I960 by- 
expanding by 32, 1 p e r  cen t, b u t to ta l p r iv a te  in v e s tm en t d ec lin ed  by 
14. 6 p e r  cen t the follow ing y e a r . In c re a s e d  r a te s  of public  in v e s t­
m en t ten d ed  to  re d u c e  the e ffec ts  of the d ec lin e  of p r iv a te  in v es tm e n t, 
du ring  th is  p e r io d  b u t w ith  the r e s u l t  th a t w hile  in  1955 pub lic  in v e s t­
m en t c o n s titu te d  only  36. 6 p e r  c en t of to ta l in v es tm e n t, i t  co n s titu te d  
51. 4 p e r  cen t of to ta l in v es tm en t in  1963. The fa c t th a t p e r  c a p ita  
GNP in  M exico g rew  by le s s  than  the OAS goal of 2. 5 p e r  cen t grow th  
p e r  y e a r  in  1958, 1959, 1961, and  1962 w as u n d e rs tan d ab le  v iew ed  
w ith  g r e a t  co n ce rn .
If the g row th  of m an u fac tu rin g  is  v iew ed  f ro m  the p e r io d s  
1953-1958 and  1958-1963 r a th e r  than  the  p e r io d s  1955-1960 and 
I 96O- 1965 , a s  w as done e a r l ie r ,  a  s ig n if ic a n t slow down in in d u s tr ia l  
g row th  is  ev ident.
W hile the a v e ra g e  annual g row th  of in d u s tr ia l  ou tput w as 10. 7 
p e r  cen t fo r  the p e r io d  1953-1958, i t  w as 7. 4 p e r  c en t fo r the p e rio d  
1 9 5 8 -1963 . T he food and b e v e ra g e  in d u s try  w hich had  grow n a t  an  
a v e ra g e  annual r a te  of 7. 4 p e r  cen t d u rin g  the p e r io d  1953-1958, g rew  
a t  an  a v e ra g e  r a te  of 6. 2 p e r  cen t p e r  y e a r  fo r  the p e r io d  1958-1963. 
A v erag e  annual g row th  in  te x tile s  w as 6. 2 p e r  cen t and 3. 9 p e r  cen t 
fo r  the two re s p e c t iv e  p e rio d s . A v erag e  annual g row th  in  tobacco  
p ro d u c t output w as 4. 0 p e r  cen t and 1. 0 p e r  cen t fo r  the two
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re s p e c tiv e  p e r io d s ,
If we add  the  fa c ts  th a t in d u s tr ia l  a b so rp tio n  of la b o r  w as no t
keep ing  p ace  w ith  pop u la tio n  in c re a s e s  du ring  the  p e r io d  1958-1963
and M ex ic o 's  com m odity  te r m s  of t ra d e  had  d ec lin ed  f ro m  100 in
1958 (using an  index  w h ere  1958 = 100) to 92 in  1962 to th e  above
o b se rv a tio n s , i t  is  n o t u n re a so n a b le  th a t R aym ond V ern o n  fe lt
th a t  M exico w as fac ing  a  s e r io u s  d ilem m a. W ith p r iv a te  in v e s tm e n t
grow th  slow ing down su p p o sed ly  b ec au se  of a  la c k  of in v e s tm e n t oppor-
tu n itie s  due to an  a lre a d y  low im p o rt co e ffic ien t and too n a rro w  a
d o m estic  m a rk e t  fo r  the p ro d u c tio n  of so p h is tic a te d  m a n u fac tu re d
goods, how w as M exico  to re v i ta liz e  i ts  developm en t g ro w th ?
R aym ond V ern o n  a llu d ed  to M ex ico 's  p a r t ic ip a tio n  in  LA FTA
a s  one w ay of e scap in g  f ro m  th is  d ilem m a. P h ilip p e  C, S c h m itte r
and  E r n s t  B. H aas a lso  o b se rv e d  th a t th is  dec lin e  in  the g row th  of
M ex ico 's  in d u s try  and  dev elo p m en t w as a  s tro n g  m o tiv a tio n  in
M ex ic o 's  d e c is io n  to jo in  LA FTA , In d isc u ss in g  th is  d ilem m a they
o b se rv e d  th a t,
. , , fo r  th o se  c o m m itte d  to  the ra p id  and fo rc e fu l 
re su m p tio n  of the  dev elo p m en t p ro c e s s ,  ad d itio n a l 
a l te rn a tiv e s  se e m e d  d e s ira b le . Unable to r e ly  e x ­
c lu s iv e ly  on s u c c e ss fu l p lanning . , , c e r ta in  of the
33
U nited  N atio n s, D e p a rtm e n t of E conom ic  and  S o c ia l A ffa irs , 
The G row th  of W orld  In d u s try , 1953-1965 (S T /S T A T /S E R , P /4 ) ,  1967, 
pp. 299-300,
34See T ab le  36 in  C h ap te r 111,
74
tech n iq u es  ap p a re n tly  fe l t  th a t the re g io n a l m a rk e t 
w ould o ffe r  o p p o rtu n itie s  fo r grow th w hich  w ould 
p ro v id e  a n sw e rs  to M ex ico 's  im m e d ia te  d iff icu ltie s .
We s u sp e c t th a t if M exican  n a tio n a l p lann ing  h a s  been  
fu lly  su c c e ss fu l b e fo re  1959 th e se  tech n ico s  m igh t 
have b een  le s s  re a d y  to open M exico up to the u n p re ­
d ic tab le  w inds of re g io n a l change,
M ex ico 's  dev elo p m en t s in ce  1963; . ,
In d u s tr ia l  and  deve lo p m en ta l planning
O bviously, the s tag n a tio n  of M ex ican  in d u s try  and develop­
m en t a s  f e a re d  by R aym ond V ernon , d id  n o t m a te r ia liz e , M exico h as , 
in  fa c t, s ig n ifican tly  a c c e le ra te d  in d u s tr ia l  g row th  and developm ent, 
M exico w as a p p a re n tly  a lso  ab le  to g e n e ra te  a  s a tis fa c to ry  in d u s tr ia l  
la b o r  a b so rp tio n  r a te ,  a  p re s s in g  p ro b le m  in the 1950's .
One ex p lan a tio n  fo r R aym ond V e rn o n 's  som ew hat e rro n e o u s  
o b se rv a tio n s  l ie s  in  M ex ico 's  b u s in e ss  cy c le  w hich  a p p e a rs  to rev o lv e  
aro u n d  the P re s id e n t ia l  e lec tio n  in  M exico.
R e fe rr in g  to  T ab le  12 it  a p p e a rs  th a t th e re  w as a c y c lic a l 
m ovem en t a ro u n d  the  P re s id e n t ia l  e le c tio n  y e a r s  of 1952, 1958, and 
1964 . G row th  r a te s  in  p r iv a te  in v e s tm e n t and GNP ten d ed  to peak  
aro u n d  th e se  y e a r s ,  fo llow ed by a d ec lin e  in  g row th  u n til the next 
P re s id e n t ia l  y e a r . I t  is  quite p o ss ib le  th a t the c y c lic a l downswing 
a f te r  1955 w as e r ro n e o u s ly  in te rp re te d  by  som e a s  being  a  se c u la r  
m ovem en t to w ard  stag n a tio n .
P h ilip p e  C. S c h m itte r  and E r n s t  B. H aas, M exico and 
L a tin  A m e ric a n  E conom ic  In te g ra tio n , p. I 6 . —— — — .
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R aym ond V e rn o n 's  a n a ly s is  is  not, h o w ev er, to  b e  d ism is se d  
so ligh tly . The c o n s tra in ts  to  in d u s tr ia liz a tio n  and developm en t 
m en tioned  by R aym ond V ernon , a s  i t  w ill be shown, s t i l l  e x is t  in 
M exico and  in  so m e c a s e s  they  have in ten sified . F o r  L a tin  A m e ric a  
a s  a  w hole, the p re s e n c e  of th e se  c o n s tra in ts  h a s , in  fa c t, co n trib u ted  
to a lo n g -ru n  d e te r io ra t io n  of in d u s tr ia l  grow th,
M exico h as  b een , how ever, ab le  to a c c e le ra te  in d u s tr ia l  
g row th  and developm en t g row th  d esp ite  the p re se n c e  of th e se  con­
s tra in ts .  One m a jo r  re a s o n  fo r  M ex ico 's  ab ility  to a c c e le ra te  the 
grow th of its  econom y in re c e n t  y e a rs  h as b een  the p ro x im ity  of M exico 
to the U nited S ta te s . In  19^9 b o rd e r  to u r ism  and  in -c o u n try  to u r ism  
y ie ld ed  a  g ro ss  rev en u e  of 15. 1 b illio n  peso s  to M exico. T his r e v e ­
nue re p re s e n te d  43. 5 p e r  cen t of the e x te rn a l s e c to rs  to ta l g ro ss  
c u r re n t  acco u n t incom e of 34. 8 b illio n  peso s  and  4. 2 p e r  cen t of an 
ap p ro x im a te  GNP of 355. 7 b illio n  p e so s  in  I 969 .
M ex ico 's  P ro g ra m a  de In d u s tr ia liz a c io n  F r o n te r iz a  (The 
B o rd e r  In d u s try  P ro g ra m )  and s im ila r  p ro g ra m s  to  fu r th e r  in d u s tr ia l­
iz e  the N orth  of M exico  have b een  v e ry  su c ce ss fu l. The n eed  fo r such  
p ro g ra m s  w as in te n s if ie d  in  1964 w hen the m ig ra n t w o rk e r  (b race ro ) 
p ro g ra m  w as te rm in a te d  by the U nited S ta tes  in  1964, causing  high
3 6"R ep o rt of G e n e ra l E conom ic C onditions in  M exico in  1969, '' 
C o m erc io  E x te r io r  de M exico, XVI, No, 4 (A pril, 1970), p. 7,
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le v e ls  of un em p lo y m en t in  the N o rth  of M exico .
The P ro g ra m a  de In d u s tr ia liz a c io n  F ro n te r iz p ., e s ta b lis h e d  
in  1965 , r e p re s e n ts  a  new a ttitu d e  to w a rd  fo re ig n  in v e s tm e n t on the 
p a r t  of M exico . W hile p lac in g  s e v e re  r e s t r ic t io n s  on d ire c t  fo re ig n  
in v e s tm e n t in  the  in te r io r ,  and w hile  lim itin g  fo re ig n  o w n ersh ip  of 
M exico  in d u s tr ie s  to fo r ty -n in e  p e r  c e n t in  m o s t c a s e s ,  M exico h as  
g ra n te d  c o n c e ss io n s  to  U nited  S ta te s  f i r m s  to e s ta b lis h  p ro c e s s in g  
and  a s se m b ly  p la n ts  w ith in  tw elve m ile s  of the b o rd e r  to tak e  ad v an ­
tag e  of c h e a p e r  la b o r  c o s ts  in  M exico. T he r e s u l t  h a s  b een  th a t 147 
new p lan ts  r e p re s e n tin g  an a u th o r iz e d  in v e s tm e n t of 14, 2 m illio n  
d o lla rs  h ad  b e e n  d raw n  to the a r e a  by  1969.
T o ta l U. S. d i r e c t  in v e s tm e n t h a s , d e sp ite  M exican  r e s t r i c ­
tio n s  on fo re ig n  in v es tm en t, show n c o n s id e ra b le  g row th  s in ce  1963.
The p ro x im ity  of M exico  to the U nited  S ta te s  is  c e r ta in ly  to be co n ­
s id e re d  a  m a jo r  fa c to r  in  th is  g row th . U n ited  S ta te s  d ire c t  fo re ig n  
in v e s tm e n ts  to M exico, in  c u r re n t  p r ic e s ,  in c re a s e d  f ro m  907 m i l ­
lio n  d o lla rs  in  1963 to  1459 m illio n  d o lla rs  in  I 968 , an  in c re a s e  of 6 0 . 9 
p e r  cen t a s  show n in T ab le  14. T h is  g row th  in U nited S ta tes ' d i r e c t  
in v e s tm e n t to  M exico w as n e a r ly  tw ice  a s  g r e a t  a s  the to ta l p e r  cen t 
in c r e a s e  in  U nited  S ta te s ' d i re c t  in v e s tm e n t to L a tin  A m e r ic a  fo r  th a t
37
L acy  H. Hunt, " In d u s tr ia l D ev e lo p m en t on the  M exican  
B o rd e r , " B u s in e ss  R ev iew , F e d e r a l  R e s e rv e  B ank  of D a lla s  
(F e b ru a ry , 1970), p. 6.
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TA BLE 14
UNITED STA TES'D IR EC T INVESTM ENT IN 
LA TIN  AM ERICA, 1963-1968 
(C u rre n t U. S, P r ic e s )
S e c to rs  and T o ta l In v e s tm e n t
C o u n trie s M illions of U. S. d o lla rs
1963 1968
M an u fac tu rin g
A rg en tin a 454 729
B ra z i l 664 1,021
M exico 502 998
T o ta l L a tin  A m e ric a 2 ,213 3, 990
P e tro le u m
M exico 65 44
T o ta l L a tin  A m e ric a 3 ,6 3 6 3 ,643
M ining and  S m eltin g
M exico 116 112
T o ta l L a tin  A m e ric a 1,303 1, 875
A ll S e c to rs
A rg en tin a 829 1, 148
B ra z i l 1, 132 1,484
M exico 907 1,459
T o ta l L a tin  A m e ric a 9 .891  ■; 12,989
Note:
" In v e s tm en t"  r e p re s e n ts  book v a lu e s  a f te r  ad ju s tm en ts  due to 
ch anges in  v a lu a tio n  of a s s e ts ,  p ro f its  and lo s s e s  on liq u id a tio n s , 
and  t r a n s f e r s .
S o u rce : "U .S . D ire c t  In v es tm en t in  L a tin  A m erica ,"  B u s in e ss  L a tin  
•’ A m e ric a , N o v em b er, 13, 1969, p. 364.
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TA B LE 1 4 --C ontinued
A nnual in c re a s e  in  in v e s tm e n t P e r  cen t
(M illions of d o lla rs )  in c re a s e  in
1964 1965 1966 1967 1968 T o ta l
19.64-1968
in v estm en t
43 120 39 22 51 275 60 . 6
9 50 123 47 128 357 53. 8
105 149 46 88 108 496 98 . 8
- 9 -. 8 - 6 2 - 21 -3 2 .3
75 -165 - 71 - 3 171 7 0 . 2
12 - 24 4 - 8 12 - 4 - 3 .4
45 76 91 193 167 572 43. 9
54 109 43 47 66 319 38. 5
-138 80 173 80 157 352 31. 1
128 147 66 95 116 552 60 . 9
427 518 612 596 945 3, 098 31. 3
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p erio d . M o reo v er, m o s t of th is  in v estm en t w as d ire c te d  into m anu­
fa c tu rin g . The in c re a s e  in  U nited S ta te s 'd ire c t  in v es tm e n t in  M exican  
m an u fac tu rin g  re p re s e n te d  89. 85 p e r  cen t of the to ta l in c re a s e  of 
to ta l U nited S ta tes  d i r e c t  in v e s tm en t in  M exico fo r  the p e r io d  1963- 
1968.
W hile a  c a s e  can  c e r ta in ly  be m ade fo r  a ttr ib u tin g  som e of 
M ex ico 's  a c c e le ra tin g  econom ic grow th to the p ro x im ity  of M exico 
to the U nited S ta te s , the g r e a te s t  s tim u lu s  to econom ic  grow th h as  
undoubtedly been  the  p o lit ic a l s ta b ility  of M exico and the e ffec tiv en ess  
of M ex ico 's  developm en t p lanning.
I t is  d ifficu lt to s e p a ra te  the public s e c to r  fro m  the p r iv a te  
s e c to r  in  M exico b e c a u se  of the d eg ree  to w hich the fo rm e r  in te ra c ts  
w ith  the la t te r .  B e s id e s  in d ire c tly  m anaging  m any  in d u s tr ie s ,  the 
go v ern m en t owns the p e tro le u m  in d u stry , m o s t e le c t r ic a l  pow er 
co m p an ies , the r a i l r o a d  in d u s try , A ltos H ornos de M exico, S. A. 
(s tee l), and A ero n av es  de M exico , S. A, (aviation). The M exican 
go v ern m en t th rough  i ts  p ro g ra m  of "M ex ican iza tio n " a lso  h as  co n ­
s id e ra b le  co n tro l Over th e  ow n ersh ip  of p r iv a te  in d u s try  if th a t o w n er­
sh ip  is  fo re ig n , "M ex ican iza tio n "  is  s t i l l  an ac tiv e  fo rc e  a s  a 
go v ern m en t d e c re e  on Ju ly  25, 1970 w hich d e c la re d  th a t f irm s  in
the s te e l, cem en t, g la s s , f e r t i l iz e r ,  c e llu lo se , and  a lum inum  in d u s-
38t r i e s  m u s t have, f if ty -o n e  p e r  cen t M exican o w n ersh ip , w ill v e rify .
38  ^"New M ex ican iza tio n  D ecree  to Have F a r  R eaching  Con­
seq u en ces, " B u s in e ss  L a tin  A m eric a , Ju ly  23, 1970, p. 6.
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The M exican  g o v e rn m e n t's  in fluence on in d u s tr ia l iz a tio n  and 
dev elo p m en t is  g re a te s t ,  how ever, in  the a r e a s  of in d u s tr ia l  p ro m o ­
tion  th ro u g h  p r ic e  c o n tro ls , tax  exem ptions and su b s id ie s , and 
th ro u g h  the p ro m o tio n  and  reg u la tio n  of in v estm en t. M o reo v e r, 
M exico h a s  b een  ab le  to develop long ra n g e  c o n s is te n t p lanning due to 
the p o lit ic a l s ta b ili ty  of M exico and the a b ility  of M ex ico 's  one p o lit i­
ca l p a r ty  (o ther p a r t ie s  e x is t bu t they  have no s ig n ifican t pow er) to 
d i r e c t  the v a r io u s  in te r e s t  g roups of the n a tio n  to a  com m on co u rse  
of ac tion .
In the a r e a  of d ire c t  g o v ern m en t p ro m o tio n  of in d u s try , the 
L ey  de F o m en to  de In d u s tr ia s  N uevas y N e s e s a r ia s  (The Law fo r the 
P ro m o tio n  of New and N e c e s sa ry  In d u s tr ie s )  of 1954 o ffe rs  up to a 
fo r ty  p e r  c e n t tax  exem ption  fo r  up to ten  y e a r s  fo r new o r n e c e s s a ry  
in d u s tr ie s .  The P ro g ra m a  N acional F ro n te r iz o ,  in s titu te d  in  I 96 I, 
o ffe rs  tax  exem ptions and up to fifty  p e r  cen t re b a te s  on r a i l  f re ig h t 
fo r  in d u s tr ie s  se llin g  p ro d u c ts  in  the b o rd e r  a re a . F i rm s  m an u fac ­
tu rin g  goods fo r  ex p o rt re c e iv e  exem ptions fro m  ex p o rt tax es , p e r ­
m an en t su b s id ie s , red u c tio n s  on tax es  fo r  im p o rte d  raw  m a te r ia ls  
and c a p ita l  f e d e ra l  tax  exem ptions, and up to fifty  p e r  cen t re b a te s  
on r a i l  f re ig h t. The governm en t a lso  p u b lish es  l i s t s  of im p o rte d  
p ro d u c ts  fo r  w hich  d o m estic  p ro d u c tio n  m ig h t be su b s titu te d  u n d er
2 Q
" In d u s tr ia l  P ro m o tio n , " R eview  of the E conom ic  S itua tion  
of M exico, XLV, No. 528 (N ovem ber] 1969 ), p. 15.
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p ro te c tio n . The N atio n a l P ro d u c tiv ity  C en te r  o f fe rs  te c h n ic a l a s s i s t ­
ance to  in d u s try  and  p ro m o te s  the adoption  of new  techno logy  th rough  
subsidy . The d e g ree  to w hich  M exican  in d u s try  h a s  a b so rb e d  new 
techno logy  h as  b een  in d ica te d  by a  m a rk e d  in c r e a s e  in  w o rk e r  p ro d u c ­
tiv ity  and the ra p id  g ro w th  of re m itta n c e s  of ro y a ltie s  and  o th e r  p ay ­
m en t fo r  tec h n ica l s e rv ic e s  to fo re ig n  c o u n tr ie s .
M ex ic o 's  a b ili ty  to  p ro m o te  c a p ita l fo rm a tio n  th ro u g h  both  
public and p r iv a te  in v e s tm e n t h as  c e r ta in ly  b een  a  m a jo r  fa c to r  
p ro m o tin g  the h igh  g row th  r a te s  of in d u s try  and  GDP.
As it  can  be  see n  f ro m  T ab le  12, p ub lic  in v e s tm e n t (in c u r re n t  
p r ic e s )  in c re a s e d  a t  an a v e ra g e  annual r a te  of l6 , 6 p e r  c e n t f ro m  19^0 
to 1968 a s  c o m p a re d  to an  av e ra g e  annual r a te  of in c re a s e  of 10. 8 
p e r  cen t fo r  the p e r io d  1950 to I 96O. The pub lic  in v e s tm e n t p ro g ra m  
fo r 1969 a s s ig n e d  fo r ty  p e r  cen t of i ts  27. 5 b illio n  p eso  budget to 
in d u s tr ia l  p ro m o tio n . In  keep ing  w ith  the g o v e rn m e n t 's  em p h as is  on 
in d u s tr ia liz a tio n , a p p ro x im a te ly  th i r ty - th r e e  p e r  c e n t of to ta l budgeted  
fe d e ra l  e x p en d itu re s  of an  e s tim a te d  fo r ty  b ill io n  p e so s  fo r  19^9 w e re  
ap p lied  to econom ic dev elo p m en t w ith  an  ad d itio n a l s ix te e n  p e r  cen t
40In an  U nited  N ations r e p o r t  on the p ro g re s s  of a  s tudy  on 
the t r a n s f e r  of techno logy  to M exico i t  w as c ite d  th a t r e m itta n c e s  on 
technology  t r a n s f e r s  g rew  a t an  a v e ra g e  an n u a l r a te  of 13. 3 p e r  cen t 
fo r  the p e r io d  1959-1962, w ith  such  r e m itta n c e s  r e p re s e n tin g  3 9 .4  
p e r  c en t of to ta l fo re ig n  re m itta n c e s  of 123 m illio n  d o lla rs  in  1962.
I t w as fe l t  th a t th is  p e r  c e n t w as h igh ly  u n d e re s tim a te d . U nited 
N ations, E conom ic  and  S o cia l C ouncil, A rra n g e m e n ts  fo r  the T ra n s fe r  
of O p e ra tiv e  T echnology to  D eveloping C o u n tr ie s , P r o g r e s s  R e p o rt of 
the S e c re ta ry  G e n e ra l (E /4452/A D D . 3), M arch , 1968, p. 7.
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ap p lied  to  co m m u n ica tio n s  and t r a n s p o r ta t io n .^ ^
The g o v ern m en t p ro m o te s  p r iv a te  c a p ita l fo rm a tio n  in  s e v e ra l  
w ays. The P la n  fo r  Im m ed ia te  A ction  fo r  the  p e r io d  1963 to 1965 is  
an  exam ple  of jo in t pub lic  and  p r iv a te  in v e s tm e n t p lann ing . T his 
jo in t p lan  in s ti tu te d  in  1963 c a lle d  fo r an  im m e d ia te  e igh ty  b illio n  
peso  in fu sio n  of in v e s tm e n t funds in to  key  s e c to r s  of the econom y in  
re sp o n se  to  the slow dow n in  M ex ic o 's  g row th  d u rin g  the  p e rio d  1958 
to 1962.
T h is  in v e s tm e n t w as a p p ro x im a te ly  h a lf  pub lic  and  half p r i ­
v a te . The public  s e c to r  sch ed u led  37. 9 p e r  c en t of i ts  in v e s tm e n t fo r  
in d u s tr ia l  developm en t, and  the  p r iv a te  s e c to r  sch ed u led  40. 6 p e r  
cen t of i ts  in v e s tm e n t s h a re  fo r  in d u s tr ia l  developm en t. M exico 
a lso  a llow s s ig n if ic a n t tax  red u c tio n s  on re in v e s te d  re ta in e d  e a rn in g s  
and  l ib e ra l  d e p re c ia tio n  a llo w an ces  fo r  k ey  in d u s tr ie s .  As a  re s u l t ,  
i t  h a s  b een  e s tim a te d  th a t m a jo r  f irm s  r e in v e s t  an  a v e ra g e  of e igh ty  
p e r  cen t of th e ir  e a rn in g s .
41 "B udget, In v es tm e n t, E conom ic  P o lic y , and O utlook fo r 
1969 , " C o m erc io  E x te r io r  de M exico , XVI, No. 2 (F e b ru a ry , 1969), 
p. 3.
42 .
Jo sep h  S. L iaC ascia , C ap ita l F o rm a tio n  and E conom ic
D evelopm en t in M exico  (New York: F r e d e r ic k  A. P r a e g e r ,  1969), 
p. 23.
A ntonin B asch , F in an c in g  E conom ic  D evelopm en t (New 
York: M acm illan  C om pany, 1964), p. 213.
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The g o v e rn m e n t 's  m o s t im p o rta n t m ean s  of p ro m o tin g  p r iv a te  
in v estm en t, h o w ev er, is  found in  M ex ic o 's  f in a n c ia l in s titu tio n s . The 
p e rfo rm a n c e  of M exico  in  i ts  o rg a n iza tio n  of developm en t financing  
th ro u g h  th e se  in s titu tio n s , w ith in  a  b ro a d  f ra m e w o rk  of f in a n c ia l and 
m o n e ta ry  s ta b ility , h a s  b een  a  key  fa c to r  in  M ex ic o 's  grow th . The 
la r g e s t  f in a n c ia l in s titu tio n s  a r e  the B anco de M exico  (the c e n tra l  
bank) and N ac io n a l F in a n c ie ra ,  S. A. (the n a tio n a l developm en t bank  
in s titu te d  in  1934). The B anco de M exico c o n tro ls  c r e d i t  and, e ith e r  
d ire c t ly  o r in d ire c tly , p ro v id e s  funds fo r  dev elo p m en t p ro g ra m s .
T he B anco de M exico  a lso  p ro v id e s  c o n s id e ra b le  tech n ica l a id  to 
v a r io u s  d ev e lo p m en t p ro g ra m s .
N acional F in a n c ie ra ,  S. A. o p e ra te s  to  ch an n el sav in g s  into 
c a p ita l  fo rm a tio n  by  m ea n s  of s e c u r ity  is s u a n c e s  b ack ed  by  the  B anco 
de M exico. N acio n al F in a n c ie ra , S. A. a s  a  developm en t bank  fin a n ces  
in f r a s t ru c tu r e  and  in d u s tr ia l  developm ent, and  o ffe rs  te c h n ic a l a id  to 
in d u s try . In  th is  c a p a c ity  N acional F in a n c ie ra ,  S. A. o ffe rs  long ­
te rm  c re d its  to in d u s tr ie s  fo r  e s ta b lish tn e n t and  expansion , and  in  
som e c a se s  w holly  d ev e lo p s  h igh  r i s k  in d u s tr ie s  to be so ld  out to 
p r iv a te  in te r e s t s  once they  a r e  established."^"^ T o ta l financing  by  
N acional F in a n c ie ra ,  S. A. g rew  fro m  13. 6 b ill io n  p eso s  in  I960 to 
26. 5 b illio n  p e so s  by  1966. T he a v e ra g e  annual in c re a s e  in  N acional
L iaC ascia , C a p ita l F o rm a tio n  and  E conom ic  D evelopm ent
in  M exico, p . 41.
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F in a n c ie ra , S .A . financing  of 12. 6 p e r  cen t fo r  the p e rio d  I960 to 
1966 w as c e r ta in ly  a m a jo r  fa c to r  in  M ex ico 's  developm en t during  th is  
p e rio d .
M exico a lso  p o s s e s s e s  a  h ighly  developed  and reg u la te d  p r iv a te  
banking sy s tem  co n sis tin g  of c o m m e rc ia l b anks and  in d u s tr ia l  develop­
m en t banks ( f in a n c ie ra s ) se rv in g  to p ro m o te  c a p ita l fo rm atio n .
The im p ac t of th e se  f in a n c ia l in s titu tio n s  and in v e s tm e n t p ro ­
m otion  p o lic ie s  in r e c e n t  y e a rs  is  re f le c te d  by  the fa c t th a t g ro ss  
fix ed  in v es tm en t a s  a  p e r  cen t of GNP in c re a s e d  f ro m  14. 8 p e r  cen t 
in  1950  to 15. 1 p e r  cen t in  I 96O to 20. 0 p e r  cen t in  I 969 . T h is in ­
c r e a s e d  in v e s tm en t w as , m o re o v e r , ach iev ed  w ith  re la t iv e  p r ic e  
s ta b ili ty  in  M exico (p ric e s  ro s e  a t  an  a v e ra g e  annual r a te  of 3. 4 p e r  
cen t fo r the p e r io d  1963 to 1969).
How w as the d ilem m a  of M ex ic o 's  dev elo p m en t o v e rc o m e ?  I t 
w ould  a p p ea r th a t M ex ico 's  a c c e le ra te d  g row th  s in ce  1963 h as  been  
ach iev ed  not so m uch by  a  rem o v a l of th o se  c o n s tra in ts  lim itin g  the 
ex ten t to w hich " in w ard " in s tru m e n ts  of dev elo p m en t can be e ffe c tiv e ­
ly  u s e d  a s  i t  w as ach iev ed  by a  m o re  e ffic ie n t and  e ffec tiv e  u se  of the 
" in w ard "  to o ls  w ith in  th o se  c o n s tra in ts .
^^I b id . , p. 40.
^^IM F, In te rn a tio n a l M o n eta ry  S ta t is t ic s , XXIII, No. 6 
(June, 1970), pp. 218-221.
'^^Ibid.
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D em and e lem e n ts  of grow th
The m o s t dynam ic dem and  e lem en ts  of developm en t grow th,
a s  shown in  T ab le  15, fo r the p e r io d  19^3 to 1968 w e re  g ro ss  fixed
in v e s tm en t and  public  consum ption . A lthough p r iv a te  consum ption
show ed c o n s id e ra b le  expansion , 68. 8 p e r  cen t fo r  the p e rio d , g ro s s
fixed  in v e s tm en t and  pub lic  consum ption  expanded by 113. 8 p e r  cen t
fo r  the p e rio d . G ro s s  f ix ed  in v es tm e n t and pub lic  consum ption  as  a
p e r  cen t of p r iv a te  consum ption  in c re a s e d  f ro m  26 p e r  cen t in  1963
to 33,p e r  c en t in  1968.
W hile public in v e s tm e n t had  b een  the m o s t dynam ic e lem e n t of
M ex ico 's  dem and g row th  f ro m  1958-1963 (public in v e s tm en t in c re a s e d
by  132.2 p e r  cen t du ring  th is  p e r io d  a s  co m p ared  to 25. 9 p e r  in c re a s e
in  p r iv a te  in v e s tm e n t fo r  th a t p e r io d  a s  com puted  f ro m  T ab le  12),
p r iv a te  in v e s tm e n t in c re a s e d  a t a  r a te  (186. 8 p e r  cen t) tw ice  a s  g re a t
a s  the r a te  of in c re a s e  in  public  in v es tm en t (80. 1 p e r  cent) du ring  the
p e r io d  1963-1968. One m a jo r  fa c to r  accounting  fo r  th is  grow th  m u s t
c e r ta in ly  have been  M ex ic o 's  p o litic a l and econom ic s ta b ility , and
4ftthe e ffec tiv en ess  of M e x ic o 's  developm ent p lann ing .
48 Jo se p h  S. L a C a sc ia  in  C ap ita l F o rm a tio n  and  E conom ic 
D evelopm ent in  M exico, op. c i t . , p re s e n ts  a convincing  case  fo r 
a ttr ib u tin g  m o s t of M ex ico 's  grow th a f te r  1963 to  the e ffe c tiv en ess  of 
M ex ico 's  f in a n c ia l in s titu tio n s  in p ro m o tin g  in v e s tm e n t and  in d u s­
tr ia l iz a tio n .
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TA B LE 15
M EXICO'S ECONOMIC GROWTH: 
(C u rre n t P r ic e s  
B illio n s  of P e so s )
1963-1968
1963 1968
T o ta l p e r  cen t 
Change 1963-1968"
Supply
GDP 194 . 8 340. 6 74. 8
Im p o rts 20. 9 33. 9 62. 2
D em and
E x p o rts 20. 9 31. 1 4 8 .8
G ro ss  f ix ed
in v e s tm e n t 28. 0 63. 5 126. 8
P r iv a te 13. 6 39. 0 186. 8
P u b lic 14 .4 24. 5 70. 1
T o ta l con su m p tio n
P r iv a te 152. 3 257. 1 68. 8
P u b lic 11. 2 2 0 .3 80. 3
Note:
F a c to r  p aym en ts  ab ro ad  and  in c r e a s e s  in s to c k s  have b een  
o m itted . T o ta l supply  does not, th e re fo re ,  equal to ta l dem and.
Source: In te rn a tio n a l M o n eta ry  F und , In te rn a tio n a l F in a n c ia l 
S ta t is t ic s ,  XXIII, No. 6 (June, 1970), p. 220, and 
T ab le  12.
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Supply e lem e n ts  of g row th
H en ry  J .  B ru to n  in  h is  a r t ic le  "P ro d u c tiv ity  G row th in  L a tin  
A m e r i c a d i s c u s s e d  the e ffec ts  of h igh  r a te s  of c a p ita l fo rm atio n , 
such  a s  th o se  ach iev ed  by  M exico , on the g row th  of p ro d u c tiv ity  of 
the f a c to rs  of p ro d u c tio n  and on p ro d u c tio n  i ts e lf .  He o b se rv e d  th a t 
th e re  e x is ts  a  v e ry  s tro n g  re la tio n sh ip  b e tw een  c a p ita l grow th and 
grow th  of G D P in  m o s t developed  and le ss -d e v e lo p e d  c o u n tr ie s . T h is  
re la tio n sh ip  does no t e x is t, how ever, fo r  the la r g e r  L a tin  A m e ric an  
c o u n tr ie s  w ith  the ex cep tio n  of M exico .
One of the re a s o n s  fo r the slow  grow th  of G DP in  those  coun­
t r i e s  s tu d ied  w as th e ir  low lev e l of p ro d u c tiv ity  g row th  w hich w as 
v ir tu a l ly  z e ro  fo r  the  p e r io d  1955-1964 fo r  L a tin  A m e ric a  a s  a  
w hole (in the c a se  of A rg en tin a  i t  w as n eg a tiv e ). The re a so n s  fo r 
th is  low p ro d u c tiv ity  g row th  w e re  c ite d  a s : (1) a  grow ing in a p p ro p ria te ,
n e ss  of the in p u t m ix  of p ro d u c tio n  fav o rin g  a  ra p id  accu m u la tio n  of 
c a p ita l due to fa c to r  m a rk e t  d e fec ts ; (2) a  grow ing in a p p ro p ria te n e s s  
of the  co m p o sitio n  of output in  th a t p ro d u c tiv e  a c tiv ity  w as no t b a se d  
on c o s t c o n s id e ra tio n s  b u t r a th e r  i t  w as b a s e d  on p ro te c tio n a lis t  
p o lic ie s ; and (3) a  d ec lin e  in  co m p etitio n .
49 H enry  J .  B ru to n , "P ro d u c tiv ity  G row th  in  L a tin  A m e ric a , " 
A m e ric a n  E co n o m ic  R eview , LVII, No. 5 (D ecem b er, 1967), p. 1103.
^ ° Ib id . , p. 1115. ^ \ b i d .
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P r o fe s s o r  B ru to n 's  a n a ly s is  w as b a s e d  on the re la tio n sh ip : 
ï^p''^^a‘^ 2-rk+brij w hich  r e p re s e n ts  the lo g a r ith m ic  d iffe re n tia tio n  of 
the C obb-D ouglas p ro d u c tio n  function . The n o ta tio n s  rp , rj^,
r j  r e f e r  to an n u al p ro p o rtio n a te  r a te s  of g row th  of GDP, p ro d u c tiv ity , 
c ap ita l, and  la b o r . D efining p ro d u c tiv ity  in  th is  way, i. e . , a s  a  
re s id u a l  fa c to r  re p re s e n tin g  g row th  in  G D P not exp la ined  by in c re a s e s  
in  f a c to r s ,  a llo w s a d e te rm in a tio n  of the d e g ree  to w hich fa c to r  
quality  is  im p ro v ed  and fa c to rs  a r e  b e t te r  u tiliz e d . P ro d u c tiv ity  in  
th is  s e n se  m ig h t be in te rp re te d  a s  inc lud ing  technology, education , 
p lann ing , e tc . The n o ta tio n s  a  and  b r e f e r  to the  s h a re  of output 
a c c ru in g  to c a p ita l (0. 50 fo r  M exico a c co rd in g  to P ro fe s s o r  B ru ton) 
and the s h a re  of output a cc ru in g  to la b o r . T ab le  l6  g ives the r e s u l t s  
of P r o fe s s o r  B ru to n 's  ap p lica tio n  of th is  re la tio n s h ip  to the c o u n tr ie s  
lis te d .
A s a  po in t of co m p a riso n  to  the d a ta  l is te d  fo r and  i ^ r p
in  T ab le  l6 , the a v e ra g e  r^  ^ and r -^ /rp  fo r  tw elve developed  c o u n tr ie s
52s tu d ied  w as 2. 8 and  0. 58 re sp e c tiv e ly . The o v e ra ll  a v e ra g e  r^  ^
and rg^/rp  fo r  the  L a tin  A m e ric a n  c o u n tr ie s  in  T ab le  l6  w as 1. 4 and 
0. 26 r e s p e c tiv e ly . A p p aren tly , p ro d u c tiv ity  g row th  a s  a  d e te rm in in -  
an t of g row th  of GDP w as re la t iv e ly  in s ig n if ic a n t in  the L a tin  A m e ric a n  
c o u n tr ie s  a s  a  w hole in  c o m p a riso n  to the developed  c o u n tr ie s .
52
Ib id . ,  p. 1102.
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M o reo v e r, p ro d u c tiv ity  ac tu a lly  d ec lin ed  in A rg en tin a  and B ra z il 
f ro m  1955 to  1963 .
P r o fe s s o r  B ru to n 's  find ings a r e  la rg e ly  c o n tra ry  to  the b e ­
lie f  th a t u n d erd ev e lo p ed  c o u n tr ie s  in  th e ir  p e r io d  of m o d e rn iz a tio n  
w ith  h igh  r a te s  of c a p ita l fo rm a tio n  can  ach ieve  ra p id  p ro d u c tiv ity  
in c re a s e s .  In the c a se  of the  L a tin  A m e ric a n  co u n tr ie s , ex cep t fo r  
M exico, h igh  r a te s  of c ap ita l fo rm a tio n  w ere  a s so c ia te d  w ith  low 
r a te  of p ro d u c tiv ity  grow th.
The la c k  of a  s ig n ifican t and p o s itiv e  re la tio n sh ip  betw een  
and rj^ w as a lso  found by B ru to n  in  the developed  c o u n tr ie s , bu t 
fo r  d iffe re n t r e a s o n s .  G row th of p ro d u c tiv ity  in  the developed  coun­
t r i e s  w as found to be an autonom ous tech n o lo g ica l fa c to r . G row th  in 
p ro d u c tiv ity  fo r  the L a tin  A m eric an  c o u n tr ie s  w as found to be s ig n if i-
CO
can tly  r e la te d  to g row th  in  GDP.
The s ig n ifican ce  of th is  re la tio n sh ip  b eco m es c le a r  a f te r  in ­
v e s tig a tin g  the  n a tu re  of c a p ita l fo rm a tio n  in  L a tin  A m e ric a . High 
le v e ls  of c a p ita l fo rm a tio n  in  L a tin  A m e ric a  a r e  p ro m o ted  in  s e v e ra l  
w ays. F i r s t ,  o v erv a lu ed  c u r re n c ie s  in  the L a tin  A m e rica n  c o u n tr ie s  
m ake c a p ita l im p o rts  m o re  a t t ra c t iv e  than  in c re a se d  la b o r  usage  as  a 
m ean s of in c re a s in g  output than  w ould be tru e  if such  o v e rv a lu a tio n  
did no t e x is t .  U nder p ro te c tio n a lis t  im p o rt su b stitu tio n , p ro d u c ts
53
Ib id . ,  p. 1109.
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TA BLE 16
GROW TH RATES OF IN PU TS, OUTPUTS, AND 
PROD UCTIVITY IN S E L E C T E D  LATIN 
AMERICAN COUNTRIES
C o u n try  and p e r io d / P ^1 r a ..... K a ^ p
A rg en tin a
1940-1945 2 .9 0. 0 2. 1 1. 6 0. 55
1946-1951 3 .4 3. 9 2 .4 0 .4 0. 12
1955-1959 1 .7 3 .4 1. 5 -0 . 6 -0 .3 5
1960-1964 1 .2 4. 6 0. 0 -0 . 6 -0 . 50
B ra z i l
1940-1945 3 .2 2. 2 1. 7 1. 3 0.41
1946-1953 5. 6 5. 9 2 .4 1. 6 0 .2 9
1955-1959 5. 6 5. 2 2. 8 1. 7 0. 30
1960-1963 5. 0 5. 1 2 .8 1. 2 0. 24
C hile
1940-1945 2 .7 0. 9 1. 8 1 .4 0. 52
1946-1953 3. 9 3. 0 2. 1 1 .4 0. 36
1955-1959 3. 0 3. 4 2. 5 0. 1 0. 03
1960-1964 4 .0 4. 8 1 .4 0 .9 0. 23
C olom bia
1940-1945 2. 8 1. 5 1. 8 1. 1 0. 39
1946-1953 5 .2 4. 0 2. 1 2. 3 0 .4 4
1955-1959 4. 0 4. 9 2 .6 0 .4 0. 10
1960-1964 4. 5 4. 3 2 .0 1. 5 0. 33
M exico
1940-1945 9 .0 1 .7 2. 8 6 .7 0 .7 4
1946-1953 5. 0 4. 9 2 .6 1 .2 0. 24
1955-1959 5 .7 4. 2 3. 1 2. 0 0 .35
1960-1964 6 .2 4 .2 2 .5 2. 8 0 .45
1965- 1969* 6. 8 3. 9 3 .4 3. 1 0 .4 6
N otes:
«D ata fo r  the  p e r io d  1965-1969 fo r M exico w as d e riv e d  using  
P r o fe s s o r  B ru to n 's  fa c to r  s h a re s  e s tim a te s  and d ep re c ia tio n  on rj^ 
e s tim a te s  a p p lied  to  IM F data .
S ource : H en ry  J .  B ru to n , "P ro d u c tiv ity  G row th  in  L a tin
A m e ric a , " A m eric an  E conom ic  R ev iew , LVII, No. 5 
(D ecem ber, 1967), T ab le  1, p i  103, In te rn a tio n a l M oneta ry  
F und , In te rn a tio n a l F in a n c ia l S ta t is t ic s ,  XXIII, No. 6
(June, 1970), pp. 218-220.
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re q u ir in g  h igh  le v e ls  of c a p ita l:in  th e ir  p ro d u ctio n , su ch  a s  au to ­
m o b ile s , a r e  developed  w ith  the  r e s u l t  th a t p ro d u c tio n  depends on a  
c o n tin u a l . flow of c a p ita l im p o r ts .  T h ese  new in d u s tr ie s  a r e  c h a r a c te r ­
ized  a s  ca p ita l- in te n s iv e  even  though n a tio n a l fa c to r  p ro p o rtio n s  in ­
d ica te  a  d e s ir e d  la b o r  in te n s ity . B e c au se  of the p ro d u c e rs  o ften  
m o n o p o lis tic  s h e lte re d  p o s itio n  th e re  e x is ts  l i t t le  in cen tiv e  to in c re a s e  
p ro d u c tiv ity  in  th a t h igh  c o s ts  a r e  re a d ily  a b so rb e d  by  a  s tro n g  in te r ­
n a l dem and.
The ECLiA h as  a lso  c ite d  th a t the e ffec t of f a c to r  m a rk e t  
d is ru p tio n s , c au se d  by  o v e rv a lu ed  c u r re n c ie s  and  g o v ern m en t s u b s i­
d ies  to c a p ita l im p o rts  by IS in d u s tr ie s ,  h as  been  a  v e ry  h igh  in d u s -
55t r i a l  p re fe re n c e  fo r  c a p ita l u sag e  to expand output in  L a tin  A m e ric a .
In d u s try , developed  in  the m an n e r d e s c r ib e d  above, o p e r ­
a te s  u n d er conditions of o v e r -c a p a c ity , i. e . , u n d e ru tiliz a tio n  and 
cap ac ity . T his u n d e ru tiliz a tio n  is  no t due to a la ck  of dem and. In s tead , 
such  in d u s try  o p e ra te s  u n d er co nd itions of o v er c a p a c ity  b e c a u se  it  
h a s  l i t t le  f in a n c ia l in cen tiv e  to u se  i t s  c a p ita l m o re  in te n se ly . G row th 
in  p ro d u c tiv ity  (r^^) is  then  to be a s s o c ia te d  w ith  a  b e t te r  u tiliz a tio n  
of cap ac ity  r a th e r  th an  an  ex p an sio n  of th a t c ap ac ity  th ro u g h  high 
le v e ls  of in v estm en t. I t  is ,  th e re fo re  the p ro p o rtio n a te  g row th  of
54
I b id . , p. 1112.
N . , The P r o c e s s  of In d u s tr ia l  D evelopm en t in  L a tin
A m e r ic a , p. 44.
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G D P (rp) r a th e r  th an  the  g row th  of rj^ w hich  d e te rm in e s  the lev e l 
ofr^.56
If th is  o b se rv a tio n  is  t ru e  fo r  the  c a se  of M exico, then  
M e x ic o 's  a c c e le ra tin g  g row th  h a s  b een  the  r e s u l t  of a  b e t te r  u t i l iz a ­
tio n  of c a p a c ity  a s  w e ll as  an  e n la rg e m e n t of cap ac ity . I t  can  be 
o b se rv e d  f ro m  T able l6  th a t, a c co rd in g  to the a u th o r 's  e s tim a te s , 
the r e s id u a l  r^  ^ w as c e r ta in ly  an  im p o rta n t fa c to r  in  M ex ico 's  g row th  
fo r  the p e r io d  1965-1969.
I t  w as p o in ted  out in  th is  ch a p te r  th a t M e x ic o 's  n eeds fo r 
in d u s tr ia l iz a tio n  a r e  g re a t  in  te r m s  of b o th  a  ra p id ly  grow ing, in ­
c re a s in g ly  u rb a n  popu la tion , and  the in a b ility  of o th e r  econom ic 
a c tiv it ie s  to ad eq u a te ly  s tim u la te  developm ent. T h e se  n eed s  a lso  
e x is t  fo r  L a tin  A m e r ic a  a s  a  w hole. The p r e s e n t  in s tru m e n ts  fo r 
a c c e le ra tin g  in d u s tr ia l iz a tio n  a r e  e s s e n tia l ly  " in w a rd , " bo th  fo r  
M exico  and  L a tin  A m e ric a  a s  a  w hole. The q u es tio n  a sk ed  in  th is  
c h a p te r  w as: How have th e se  to o ls  p e r fo rm e d  in  sa tis fy in g  both  
M ex ic o 's  and  L a tin  A m e r ic a 's  n eed s  fo r  in d u s tr ia l iz a tio n ?
In  the c a se  of L a tin  A m e ric a , " in w ard "  in d u s tr ia liz a tio n  
e ffo r ts  have p ro d u ced  p o o r r e s u l t s .  Not only  h av e  grow th  r a te s  of 
in d u s tr ia l  p ro d u c t and  G D P b ee n  low, b u t th ey  hav e  a c tu a lly
56
P r o fe s s o r  B ru to n  v e r i f ie s  th is  o b se rv a tio n  fo r  L a tin  
A m e ric a  b y  tak ing  the  r e g re s s io n s  of r p  on r_  ^ an d  rj^ on r_ .^ The 
f o rm e r  w as s ig n if ic a n t and  the la t te r  w as no t s ig n ifican t.
93
d e te r io ra te d  o v er the p a s t  th re e  d ecad es . In d u s tr ia liz a tio n  in  L a tin  
A m e ric a  h as  obv iously  no t kep t p ace  w ith  the  need s  fo r  in d u s tr ia l iz a ­
tion  in  L a tin  A m e ric a . A lte rn a tiv e  to o ls  of in d u s tr ia liz a tio n , such  
a s  the p ro m o tio n  of m a n u fac tu re d  ex p o rts  to w o rld  m a rk e ts  o r  LA FTA, 
should  u n d er such  c irc u m s ta n c e s  ach ieve  h igh  le v e ls  of p a r tic ip a tio n .
In the c a se  of M exico, the  grow th  of in d u s try  and the grow th 
of G P P  have b een  r a p id  enough to s a tis fa c to r i ly  a b so rb  u rb a n  p opu la­
tion  in c re a s e s ,  and m a in ta in  a  r a te  of in c r e a s e  in  p e r  c ap ita  p ro d u c t 
in  e x c e ss  of the OAS goal of 2. 5 p e r  cen t g row th  p e r  y e a r .  The 
grow th  of M exican  in d u s try  h a s , m o re o v e r , r e s u l te d  in  an  in d u s tr ia l  
s tr u c tu re  m o re  conducive to dev e lo p m en t th an  h ad  e x is te d  b e fo re . 
U nlike the g e n e ra l L a tin  A m e ric a n  ex p e rie n c e , M ex ico 's  g row th  of 
in d u s tr ia l  p ro d u c t and  GDP h as  a c c e le ra te d  o v e r the p a s t  s e v e ra l  
d ecad es .
The d ilem m a of M ex ico 's  developm en t, a s  p ropounded  by 
R aym ond V ernon , a p p e a rs  to have not b een  m uch  of a  d ilem m a a t a ll. 
Looking a t  in d u s tr ia l  g row th  and g row th  of G D P s in ce  19^3, ev idence 
of an  in c ip ien t d ilem m a can  s c a rc e ly  be found. C an i t  th e re fo re  be 
s a id  th a t M exico h as  c irc u m v e n te d  the lim ita tio n s  of " in w ard "  p o lic ie s  
of in d u s tr ia l iz a tio n  on developm en t found in  o th e r  L a tin  A m e ric a n  
c o u n tr ie s .
A s s ta te d  b e fo re , the c o n s tra in ts  lim itin g  the u se  of " in w ard "  
p o lic ie s  of in d u s tr ia l iz a tio n  in  M exico a r e  s t i l l  p re se n t,  a s  i t  w ill be
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d isc u s se d  in  the n ex t c h a p te r , and in  som e c a s e s  th e se  c o n s tra in ts  
have becom e g r e a te r .  M ex ico 's  grow th  d u rin g  the p a s t sev en  y e a rs  
h a s  involved  a  re f in e m e n t in  the use  of " in w ard "  too ls r a th e r  than  an 
e lim in a tio n  of the c o n s tra in ts  to the e ffec tiv en ess  of an  " in w ard "  
po licy  of in d u s tr ia liz a tio n . In  o th er w o rd s , M exico h a s  u se d  e x is t­
ing m a rk e t  p o ten tia l m o re  e ffic ien tly  and  in te n s iv e ly  to ach iev e  ra p id  
grow th r a th e r  than  expanding th a t p o ten tia l.
CH A PTER III
M EXICO'S "INWARD" INDUSTRIALIZATION: 
RESTRAINTS TO FU TU RE GROWTH
W hile M ex ic o 's  in d u s tr ia l  grow th in  re c e n t y e a r s  h as  been  
s a tis fa c to ry  in  te rm s  of sa tis fy in g  the needs fo r in d u s try  d isc u s se d  
in  the l a s t  c h a p te r , the in d u s try  g e n e ra te d  in  M exico does exh ib it 
som e of the u n d e s ire a b le  t r a i t s  a s so c ia te d  w ith  an  " in w ard "  develop­
m en t of in d u s try  a s  d is c u s s e d  in  C h ap te r I. High c o s ts  of p roduction , 
a  la c k  of qu a lity  in p ro d u c tio n , u n d e ru tiliz a tio n  of cap ac ity , and  high 
p ro f i t  m a rg in s  a re  c h a r a c te r is t ic s  p re se n t, to som e ex ten t, in  m o st 
M ex ican  in d u s tr ie s .
The ex is ten c e  of th e se  u n d e s ira b le  b y -p ro d u c ts  of in d u s tr ia l  
g row th  has p re c ip ita te d  som ew hat of a  co n flic t in  M ex ic o 's  develop­
m e n t p lanning . An e d ito r ia l  in  C om erc io  E x te r io r  de M exico in  1968 
o b se rv e d  th a t,
Though the in d u s tr ia l  p ro te c tio n a lis t  po licy  h as  b een  a  
b a s ic  fa c to r  in  M ex ic o 's  in d u s tr ia l  developm ent, a t  the 
p re s e n t  tim e  and in  a  n u m b er of in d u s tr ia l  s e c to rs ,  
c e r ta in  negative  r e s u l t s  of the  p o licy  a re  beg inn ing  to 
m ake th e m se lv e s  fe lt.  N otably , high p ro d u c tio n  c o s ts  
fo s te re d  by la ck  of com petition ; adequate  d is tr ib u tio n  
of r e s o u rc e s ;  p r ic e s  d iv o rc e d  fro m  in te rn a tio n a l
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co m petion  p a r t ly  re f le c tin g  high  p ro d u c tio n  c o s ts  and 
f re q u e n tly  p roducing  e x c e ss iv e  p ro f its ;  a  d is to r te d  
p ro d u c tio n  s tru c tu re  c re a te d  by the  p ro te c tio n  given 
su p e rflu o u s  o r  a n ti-e c o n o m ic  in d u s tr ia l  a c tiv it ie s , 
and  an  in c ap a c ity  to com pete  in te rn a tio n a lly  as 
m uch fo r  d iffe re n c e s  in  quality  a s  in  p r ic e .
The only p o ss ib le  v a lid  po licy  ; . . w ould  be 
a  b a s ic  re v is io n  of p ro d u c tio n  s t r u c tu r e s  and le v e ls  fo r 
the p u rp o se  of r e s to r in g  th e ir  tru e  o b je c t iv e - - in d u s tr ia l  
d ev e lo p m e n t--a n d  p rev en tin g  any  fu r th e r  d is to r t io n  of 
the  c o u n try 's  econom ic evolu tion . ^
The q u estio n  r a i s e d  in  th is  e d ito r ia l is  w h e th e r M exico can  a ffo rd  
c u r re n t  r a p id  in d u s tr ia l  g row th  v ia  p ro te c tio n a lism  w ith in  a lim ite d  
m a rk e t if th a t g row th  c r e a te s  cond itions w hich  m ig h t ev en tu a lly  u n d e r ­
m ine the  fu r th e r  a b ility  of in d u s try  to expand.
A nother m a jo r  cau se  of co n ce rn  to  M ex ic o 's  developm en t p lan ­
n e r s  is  the q u es tio n  of how fa r  can  an  " in w ard "  o r ie n te d  develop ­
m en t of in d u s try  b e  c a r r ie d  b e fo re  the p h y s ica l l im ita tio n s  o r r e ­
s t r a in ts  of the d o m estic  m a rk e t  a r e  re a c h e d . E x ten s io n  of the d o m e s­
tic  m a rk e t  is  n o t ju s t  a  function  of the g row th  of p e r  c ap ita  incom e 
and population , i t  is  a lso  a  function  of the d is tr ib u tio n  of th a t incom e. 
In  M exico, a  poor p a t te rn  of incom e d is tr ib u tio n  can  im pose  a s e v e re  
r e s t r a in t  on m a rk e t  expansion . In  an  e d ito r ia l  in  C o m er cio E x te r io r  
de M exico co n cern in g  P re s id e n t  O rd a z 's  S ta te  of the  Union a d d re s s  in  
1969 i t  w as o b se rv e d  th a t.
1
" P ro te c tio n is m  and In d u stry , " C o m erc io  E x te r io r  de 
M exico, XIV, No. 11 (N ovem ber, 1968), p. 2.
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The m e a s u re s  of econom ic p o licy  and the c o n c re te  
a c tio n s  ou tlin ed  in  th e  r e p o r t ,  a r e  ev idence of an  
a w a re n e s s  th a t M ex ic o 's  econom ic developm en t 
s tra te g y  . . . r e q u ir e s  a  sh if t in  econom ic p o licy  
e m p h as is  to w ard s  the re d is tr ib u tio n  of w ealth , 
s in ce  any fu r th e r  sh a rp en in g  of the im b a lan ce  
th a t c h a r a c te r iz e s  the  c o u n try 's  developm en t 
w ould en d an g er not on ly  the p ro g re s s  a lre a d y  
ach iev ed , b u t the v e ry  con tinu ity  of the d ev e lo p ­
m e n t p r o c e s s .^
The M exican  d ev e lo p m en t p lan n er is  a lso  c o n c e rn e d  about the 
fu tu re  u se  of IS as  a  m ean s  of ach iev ing  dynam ic in d u s tr ia l iz a tio n . 
M ex ico 's  o v e ra ll  im p o r t  co e ffic ien t is  co n tin u a lly  dec lin in g , thus 
d im in ish in g  the o v e ra ll  p o te n tia l s tim u lu s  th a t IS can  e x e r t  on in d u s­
t r ia l iz a t io n . In m any  c o n su m e r d u rab le  and  n o n -d u ra b le  in d u s tr ie s  
and in  m an y  b a s ic  in d u s tr ie s ,  the p o s s ib il i t ie s  of im p o r t  su b s titu tio n  
have b een  ex h au s ted . In  h ig h ly  so p h is tic a te d  in d u s tr ie s  w h ere  im p o rt 
co e ffic ien ts  a r e  h igh, the m a rk e t  s iz e  re q u ire d  to o p e ra te  e ffic ien tly  is  
o ften  l a r g e r  th an  the p o ten tia l d o m estic  m a rk e t. T h is  r e s u l ts  in 
e ith e r  no IS, o r  IS a t  e x tre m e ly  high  c o s ts . V ir tu a lly  a ll  M exican  
p la n n e rs  a g re e  th a t the e a sy  s ta g e s  of IS a r e  o v er and  th a t fu tu re  IS 
m u s t be  c a re fu lly  p lan n ed  and  w ill p ro b ab ly  p ro v id e  a  d im in ish in g  
s tim u lu s  to o v e ra ll  d ev e lo p m en t in  the fu tu re .
The above q u es tio n  a ll  have to do w ith  the p ro s p e c t  of p ro m o t­
ing fu tu re  in d u s tr ia l  g row th  th ro u g h  " in w a rd "  in s tru m e n ts  of
^"E co n o m ic  D evelopm ent S tra teg y , " C o m e rc io  E x te r io r  de 
M exico, XV, No. 10 (O ctober, 1969), p. 3.
98
in d u s tr ia liz a tio n . To w hat d eg ree  is  fu tu re  in d u s tr ia l  g row th  p o ss ib le  
in  view  of th e  p h y s ic a l l im ita tio n s  d isc u s se d , and  to  w hat d e g ree  is  
in d u s tr ia l  g row th  v ia  " in -w a rd ” in s tru m e n ts  d e s ira b le  in  v iew  of the 
high  c o s ts  of the  in d u s tr ie s  g e n e ra te d ?  In the re m a in d e r  of th is  
ch ap te r  th e se  q u es tio n s  w ill be in v es tig a te d , and a t  le a s t  som e p a r t ia l  
a n sw e rs  to th e se  q u es tio n s  w ill be su g g ested .
The Incom e E la s t ic i ty  of D em and fo r  
In d u s try  in  M exico
One o v e ra ll  in d ica to r  of the a b ility  of the d o m estic  m a rk e t  to
s tim u la te  in d u s tr ia l  g row th  is  the in d u s tr ia l  co effic ien t. I t w ould
seem  lo g ic a l th a t the in d u s tr ia l  co e ffic ien t, w hich  is  a  rough  in d ic a to r
of the in co m e e la s t ic i ty  of dem and fo r  m an u fac tu re d  goods, shou ld  be
re la tiv e ly  h igh  and grow ing fo r a  le s s  developed  co u n try  such  a s
M exico o r  any  o th e r  L a tin  A m e rica n  co u n try .
R e fe r r in g  b ack  to T able 10 in  C h ap te r II i t  w as po in ted  out,
how ever, th a t L a tin  A m e r ic a 's  in d u s tr ia l  co e ffic ien t (P e rc en ta g e
(P e rce n ta g e
change in  GIP)
—r--------:—TTFTFix h a s  d eclined  o v er the p a s t  s e v e ra l  d ecad es , in d ic a -change in  GDP)
ting  a d im in ish in g  re sp o n se  of in d u s tr ia l  g row th  to grow th  in  G D P.
A declin ing  in d u s tr ia l  co effic ien t, w hich  m ig h t be  h e s ita n tly  i n t e r ­
p re te d  a s  a  d ec lin in g  incom e e la s tic i ty  of dem and  fo r  in d u s try  (a ssu m ­
ing th a t in d u s tr ia l  supply  lim ita tio n s  a r e  m in im al), is  a lso  to be found 
in  M ex ic o 's  developm en t s in ce  1955.
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TABLE 17
M EXICAN GROSS DOMESTIC PRODUCT BY SECTOR 
(B illions of P e s o s , 1950 P r ic e s )
S e c to rs
Y ear
A g ric u ltu re , F o r e s t r y ,  
H unting and  F ish in g
M ining, Q u arry in g , C o n s tru c ­
tion , E le c tr ic i ty ,  G as and 
W ater
1953
V alue 
9. 5
P e rc e n ta g e  Change V alue 
, 3 .2
P e rc e n ta g e  Change
1955 12 . 2 •  # 3. 8 •  «
1958 13. 8 •  • 4. 5 •  #
1959 13. 3 - 3 . 6 4. 7 4 .4
I 960 14. 0 5. 3 5. 1 8 . 5
1961 14 .4 2 .9 5 .2 1 .9
1962 15 .2 4 .2 5 .2 . . c
1963 15. 5 2 .0 5. 9 11. 3
1964 16 . 5 6 .4 6 .6 11 . 8
1965 17. 3 4. 8 6 . 6 . . c
1966 17. 7 2. 3 7 .3 9 .0
1967 18. 1 2 .2 8. 0 8 .7
1953-
1967 • • 9 0 .0 • 150.0
M an u fac tu rin g  in c lu d es  e x tra c tio n  of c ru d e  p e tro le u m .
^ S e rv ic e s  in c lu d es  tra n sp o r ta tio n , co m m e rc e , s e rv ic e , and 
public  a d m in is tra tio n .
^N eglig ib le  grow th.
S ource : C a lc u la te d  from ; U nited N ations, D ep a rtm e n t of E conom ic
and  S ocia l A ffa irs , Y earbook  of N ational A ccount S ta tis t ic s ,  
1968, I, 1969.
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TA BLE 1 7 --C on tinued
S e c to rs
Manufacturing®- G ro ss  D om estic  
P ro d u c t 
(GDP)
S e rv ic e s^
V alue P e rc e n ta g e
C hange
V alue P e rc e n ta g e
Change
V alue P e rc e n ta g e
Change
11.0 46. 0 . 22. 3
13. 1 55. 3 26 . 2
16. 5 66. 9 •  , 32. 1
18.0 9 .0 68. 8 2. 8 32. 8 2 .2
19. 5 8. 3 74. 3 8. 0 35. 7 8. 8
20 .3 4. 1 76. 9 3. 5 37. 0 3. 6
21 .5 5. 9 80. 7 4. 9 38. 8 4. 8
23 .4 8. 8 85. 9 6 .4 41. 1 5 .9
26. 6 13. 6 94. 7 10.2 45. 0 9 .4
28 .4 6 .7 99. 7 5. 3 4 7 .4 5 .3
3 1 .3 10. 2 107. 2 7. 5 50. 9 7 .3
34 .0 8. 6 114 .4 6 .7 54. 3 6 .6
• • 209. 0 • • 148.7 • • 143.0
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I t is  ev id en t fro m  T ab le  17 th a t the m anizfacturing  s e c to r  h as  
b een  the m o s t dynam ic s e c to r  of M ex ico 's  econom y s in ce  1953. The 
M exican  in d u s tr ia l  co effic ien t fo r  the p e r io d  1953-196? w as 1. 41
( 149 p e r  c e n t)* T h is  co e ffic ien t is  s ig n ifican tly  g r e a te r  th an  the 
L a tin  A m e ric a n  co e ffic ien t of 1 .2  fo r  the p e rio d  1960-1968. M ex ic o 's  
in d u s tr ia l  co e ffic ie n t h as , how ever, been  declin ing  in r e c e n t  y e a r s .  
R e fe rr in g  to  T able 18, i t  is  o b s e rv e d  th a t the M exican  in d u s tr ia l  co ­
e ffic ien t d ec lin ed  f ro m  1 .42 fo r  the p e r io d  1955-1960 to 1. 33 fo r  
the p e r io d  1960-1965. In  m o re  r e c e n t  y e a r s ,  1965 to 1969, the in d u s ­
t r i a l  co e ffic ien t h a s  av e ra g e d  1. 32.
TA B LE 18 
M EXICO'S INDUSTRIAL C O EFFIC IEN T
P e r io d
P e rc e n ta g e  grow th 
of G DP fo r  the 
p e rio d
P e rc e n ta g e  grow th  
of g ro s s  in d u s tr ia l  
p ro d u c t fo r  the 
p e r io d
In d u s tr ia l  
co e ffic ien t 
C ol. 3 
C ol. 2
1955-1960 3 4 .3 48. 8 1 .42
1960-1965 3 4 .2 45. 6 1.33
1965-1969 31. 6 40. 5 1 .32
S o u rces: "R e p o rt on G e n e ra l E conom ic  C onditions in  M exico in
1 9 6 9 " C o m erc io  E x te r io r  de M exico, XVI, No. 4 
(A pril, 1970), p. 6; T ab le  17.
M e x ic o 's  declin ing  in d u s tr ia l  co e ffic ien t h as  n o t g e n e ra te d  
m uch  c o n c e rn  b e c a u se  the d ec lin e  h as  o c c u r re d  w hile  the g row th  of
102
in d u s tr ia l  p ro d u c t and  GDP have b een  a c c e le ra tin g  ( I 96O -I969 ). In 
the c a se  of L a tin  A m e ric a  a s  a  w hole, the in d u s tr ia l  co e ffic ien t h as  
d ec lin ed  w hile  g row th  r a te s  of in d u s tr ia l  p ro d u c t and  GDP have b een  
d e c e le ra tin g . In  th a t a  cau se  and e ffe c t r e la tio n s h ip  can  be im p lied  
in  the l a t te r  c a se , the dec lin ing  in d u s tr ia l  co e ffic ien t fo r L a tin  A m e r­
ic a  a s  a  w hole h as  b een  a  m a jo r  c o n ce rn  of the developm en t p lan n e r .
The EC  LA h a s  po in ted  out th a t a  d im in ish in g  re sp o n se  of in ­
d u s tr ia l  g row th  to g row th  in  the m a rk e t  fo r  in d u s tr ia l  p ro d u c ts  
(a ssu m in g  th a t the  incom e g e n e ra te d  f ro m  GDP r e p re s e n ts  the d o m e s ­
tic  m a rk e t)  m ig h t be in te rp re te d  a s  re f le c tin g  a w eakening a b ility  of 
the d o m e stic  m a rk e t  to s tim u la te  in d u s tr ia l  grow th , w hich in  tu rn
w ill le s s e n  the c o n trib u tio n  of in d u s try  to the  grow th  of the d o m estic  
3
m a rk e t.  If the above in te rp re ta tio n  of a d ec lin in g  in d u s tr ia l  co e ffi­
c ie n t is  p la u s ib le , then  M ex ic o 's  d ec lin in g  in d u s tr ia l  co e ffic ien t m ig h t 
be in te rp re te d  a s  re f le c tin g  the e ffec ts  of the a fo rem en tio n ed  r e s t r a in t s  
to th e  e ffe c tiv e n e ss  of " in w ard "  in s tru m e n ts  of in d u s tr ia liz a tio n .
The above o b se rv a tio n  h a s , in  fa c t, b een  m ade by the EC LA .
The EC LA  h a s  o b se rv e d  th a t w h ile  M e x ic o 's  r a te  of in d u s tr ia l  g row th  
h as  been  rap id , i t  h a s  no t b een  s a tis fa c to ry  w ith  r e s p e c t  to w hat 
in d u s tr ia l  g row th  should  be, co n s id e rin g  M e x ic o 's  population , incom e 
lev e l, d e g re e  of u rb an iza tio n , and  im p o rt c o e ffic ie n ts . M ex ico ’s
3U. N . , T he P ro c e s s  of In d u s tr ia l  D evelopm en t in  L a tin
A m e ric a , p . 48.
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d o m estic  m a rk e t, the EC L A  co n cludes, h a s  not s a tis fa c to r i ly  s tim u ­
la te d  in d u s tr ia l  g row th  to  i ts  p o ten tia l le v e l b e c a u se  of s tr u c tu ra l  
d e fec ts  in  the M ex ican  m a rk e t  of the type d is c u s s e d  a t  the beginning 
of th is  c h a p te r . ^
M any fa c to rs  go in to  exp lain ing  M ex ic o 's  d ec lin ing  in d u s tr ia l  
co e ffic ien t and  no t a l l  of th e se  fa c to rs  involve the  s tre n g th  o r  w eak ­
n e ss  of the m a rk e t. I t is  th e re fo re  im p o ss ib le  to s ta te  w ith  c e r ta in ty  
th a t the  above o b se rv a tio n s  a re  c o r r e c t .  B ut, if the  in d u s tr ia l  co ­
e ffic ien t does, in  fa c t, in d ica te  the re sp o n s iv e n e s s  of in d u s tr ia l  grow th 
to g row th  in  the m a rk e t  fo r  in d u s tr ia l  p ro d u c ts , th en  a d ec lin e  in  the 
in d u s tr ia l  co e ffic ien t shou ld  be a so u rc e  of c o n c e rn  to the  M exican  
developm en t p lan n e r  r e g a rd le s s  of p r e s e n t  le v e ls  of in d u s tr ia l  grow th.
In d u s tr ia l  C o s ts , P r ic e s ,  and U tiliz a tio n
of In d u s tr ia l  C ap ac ity
In  any  less_ d ev e lo p ed  co u n try  in d u s tr ia l iz a tio n  ach iev ed  
th ro u g h  p ro te c tio n a lis m  in v a r ia b ly  r e s u l ts  in  la rg e  d eg re e  of high 
co s t, in e ffic ie n t in d u s try , and c e r ta in  d is to r tio n s  in  the  p ro d u c t and 
fa c to r  m a rk e ts .  The d e g re e  to w hich  th e se  u n d e s ira b le  b y -p ro d u c ts  
of " in w ard "  in d u s tr ia l iz a tio n  e x is t  w ill obv iously  have an e ffec t on a 
c o u n try 's  p re fe re n c e  fo r  fu r th e r  " in w ard "  in d u s tr ia liz a tio n .
4
I b id . , p. 53.
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In fo rm a tio n  on in d u s tr ia l  c o s ts  and c ap ac ity  u sag e  is  v e ry  
s c a rc e  in  M exico, th e re fo re ,  a  g e n e ra l a p p ra is a l  of the d eg ree  to 
w hich M ex ico 's  in d u s tr ie s  ex h ib it h igh  c o s ts  and u n d e ru tiliz a tio n  of 
c ap ac ity  cannot be m ad e . In fo rm a tio n  on c o s ts  and cap ac ity  u ti l iz a ­
tio n  does ex is t, how ever, fo r  a  l im ite d  n u m b er of in d u s tr ie s ,  and 
som e in s ig h ts  in to  the  s t ru c tu re  of M ex ic o 's  in d u s try  can  be gained  
by  exam in ing  th is  in fo rm a tio n .
I t should  f i r s t  be pointe.d out th a t h igh  p r iv a te  p ro d u c tio n  c o s ts  
w ith in  a p ro te c te d  m a rk e t  su ch  a s  e x is ts  in  M exico, a r e  not the tru e  
m e a s u re  of n a tio n a l c o s ts  of in d u s tr ia liz a tio n . The so c ia l c o s ts  of 
such  high  c o s t  in d u s try  a r e  m uch  h ig h e r than  p r iv a te  c o s ts . The m o s t 
obvious d iffe ren ce  be tw een  so c ia l and  p r iv a te  c o s ts  being  g overnm en t 
ex p en d itu re s  on in d u s tr ia l  p ro m o tio n  w hich would, in  view  of the d is ­
c u ss io n  of in d u s tr ia l  p ro m o tio n  in  the la s t  c h ap te r , ap p ea r  to be quite 
s ig n ifican t.
The f a c to rs  m o s t re sp o n s ib le  fo r  h igh  p r iv a te  c o s ts  (p rices) 
of p ro d u c tio n  in M exico  a r e  p o s tu la te d  to be:
1. The e x is te n c e  of fa c to r  m a rk e t d is to r tio n s  w hich r e s u l t  in  
in c re a s in g ly  high r a te s  of c a p ita l accu m u la tio n  by in d u stry ;
2. The la c k  of in cen tiv es  and  a b ility  to  ad eq u a te ly  u tiliz e
cap ita l;
3. The la c k  of co m p e titio n  w ith in  p ro te c te d  m a rk e ts  w hich co n ­
tr ib u te s  to e x tre m e ly  h igh  p ro f i t  m a rg in s  fo r in d u stry ;
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4. The in a b ility  of som e in d u s tr ie s  to  g e n e ra te  p o ten tia l 
econom ies of sc a le  due to the sm a lln e s s  of the d o m estic  m a rk e t and 
th e if  u iid e ru tiliz a tio n  of ex is tin g  in d u s tr ia l  cap acity .
F a c to r  m a rk e t d is to r tio n s
H enry  B ru to n  h a s  po in ted  out th a t, c o n tra ry  to the im p lica tio n  
of the  fa c to r  p ro p o rtio n s  th eo rem , L a tin  A m e ric a n  in d u stry  is  not 
re la tiv e ly  la b o r-in te n s iv e . It is  in  fa c t  r a th e r  cap ita l- in ten s iv e  w ith  
c a p ita l output r a t io s  fo r  L a tin  A m e ric a n  in d u s try  being  co m p arab le  to 
th o se  found fo r in d u s try  in  m o re  h igh ly  developed  c o u n tr ie s . ^ This 
h as  been  due in  p a r t  to tech n o lo g ica l a s  s im u la tio n  co n s is tin g  of the 
in c o rp o ra tio n  of p ro d u c tio n  tech n iq u es d es ig n ed  fo r econom ies w ith  
an  e n tire ly  d iffe re n t s e t  of p ro d u c tiv e  r e s o u rc e s ,  u su a lly  re f le c tin g  a 
sh o rtag e  of la b o r . F u r th e rm o re ,  adoption  of c a p ita l in tensive  te ch n i­
ques is  often v iew ed  a s  a  w ay of co m p en sa tin g  fo r  sh o rtag es  of sk ille d  
lab o r  re q u ire d  in  m o re  so p h is tic a te d  in d u s tr ie s .  The grow ing c a p ita l 
in te n s ity  of L a tin  A m e ric a n  and M exican  in d u s try  h as  a lso  b een  
s tren g th en ed  by s h a rp  d is to r tio n s  in  the p r ic e s  of the fa c to rs  of p r o ­
duction  in  re la t io n  to  the le v e ls  th a t m ay  be  c o n s id e re d  as  r e p re s e n ta ­
tive  of th e ir  so c ia l co s t. P r iv a te  c a p ita l c o s ts  b e c au se  of a  p r e f e r ­
en tia l tre a tm e n t of c a p ita l im p o rts  and su b s id ie s  to d o m estic  p ro d u c e rs
5
B ru ton , "P ro d u c tiv ity  G row th in  L a tin  A m erica , "
p . 1102.
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of c a p ita l, a r e  su b s ta n tia lly  low er th an  so c ia l c a p ita l c o s ts  thus e n ­
cou rag ing  a  h igh  ca p ita l u sag e  by in d u s try . L ab o r c o s t in c re a s e s ,  
such  a s  M e x ic o 's  re c e n tly  announced tw enty  p e r  cen t in c re a se  in  the 
m in im um  w age, ^ s e rv e  to fu r th e r  in c re a s e  the ca p ita l in te n s ity  of 
in d u s try . In  re sp o n s e  to M ex ico 's  announced  tw enty  p e r  cen t in c re a s e  
in  the m in im um  w age, fo r  exam ple, the C h em ica l In d u s try  C h am b er 
fo re c a s te d  a m uch  h ig h er d eg ree  of au to m atio n  in  the chem ical 
in d u stry . ^ In an tic ip a tio n  of a h ig h e r m in im u m  wage the a r t i f ic ia l  
f ib e r  te x tile  in d u s try  h as ach iev ed  e igh ty  p e r  cen t au to m atio n  d e sp ite
g
low lab o r c o s ts  in  M exico by  W e s te rn  s ta n d a rd s .
If e le c t r ic a l  consum ption  is  a  ro ugh  in d ic a to r  of the d e g ree  of 
c ap ita l u sag e  in  an  in d u stry , then co m p arin g  in c r e a s e s  in  e le c tr ic i ty  
consum ed  to in c r e a s e s  in  em ploym en t fo r  a  sp ec ific  in d u s try  m ig h t 
r e f le c t  a  tre n d  to w a rd  c a p ita l o r la b o r in te n s ity  fo r  th a t in d u s try  
( in c re a se d  e le c t r ic a l  consum ption  m ig h t a lso  r e f le c t  b e t te r  u se  of 
ex is tin g  c a p ita l th e re fo re , the s ig n ifican ce  of th is  co m p a riso n  is  
lim ite d ). P e rc e n ta g e  in c re a s e s  in  m illio n s  of KWH of e le c tr ic i ty  
consum ed  and  w o rk e rs  em ployed  f ro m  I960 to  1966 fo r  the follow ing
^"N ew  L a b o r L a w ? "  B u s in e ss  L a tin  A m e ric a , A p ril 22,
1970, p. 129. 
^Ibid.
Q
" In d u s try  in  1969, " R eview  of the E conom ic S ituation  of 
M exico, XLVI, No. 535 (June^ 1970), p. l6 2 .
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in d u s tr ie s  w e re : au to  c o n s tru c tio n , 140 p e r  cen t and  20 p e r  cen t 
re sp e c tiv e ly ; H y d ro lic  cem en t, 87 p e r  c e n t and  17 p e r  cen t r e s p e c t iv e ­
ly; g la ss  and g la ss  p ro d u c ts , 57 p e r  cen t and 36 p e r  cen t re sp e c tiv e ly ; 
pulp  and  p a p e rb o a rd , 84 p e r  cen t and  50 p e r  cen t re sp e c tiv e ly ; and 
iro n  and  s te e l, 59 p e r  cen t and  7 p e r  c e n t re sp e c tiv e ly . ^ The im ­
p lic a tio n  of th is  in d u s tr ia l  sam p le , if in te rp re te d  c o r re c t ly ,  is  th a t 
th e re  is  a  t re n d  to w ard  g r e a te r  c a p ita l in te n s ity  fo r  th o se  in d u s tr ie s  
stud ied .
A ssu m in g  th a t M exican  in d u s try  and  L a tin  A m e ric a n  in d u s try  
have b eco m e in c re a s in g ly  c a p ita l- in te n s iv e , how h a s  th is  a ffe c ted  
p ro d u c tio n  c o s ts ?  B e s id e s  the so c ia l c o s ts  c r e a te d  th ro u g h  m a rk e t  
d is to r t io n s  re s u lt in g  in  an  in e ffic ie n t f a c to r  m ix  fo r  in d u s try  ( in te rm s  
of n a tio n a l f a c to r  p ro p o rtio n s ) , h igh  p r iv a te  c o s ts  of p ro d u c tio n  have 
b een  f o s te r e d  by  a p o o r u se  of c a p ita l  by  in d u s try .
C ap ita l u sag e
One e le m e n t of the poor u se  of c a p ita l in  L a tin  A m e ric a  and 
M exico i s  found in  in v e n to ry  and  m a rk e tin g  p ro c e d u re s  in  M exico and 
L a tin  A m e ric a . In v e n to rie s  co n s titu te  a  m uch  l a r g e r  p ro p o rtio n  of 
to ta l c a p ita l a s s e ts  of in d u s try  in  M exico th an  in  the U nited  S ta te s .
9
M exico , S e c re ta r io  de In d u s tr ia  y C o m erc io , D ep a rta m e n to  
de E s ta d is t ic a s  E co n o m icas  B a s ic a s , E s ta d is t ic a  In d u s tr ia l  A nual, 
1966 (M exico, D. F .  : T a l le r e s  G ra fic o s  de la  N acion, 19^8, pp. : 
9 -10 , and; U nited  N ations D e p a rtm en t of E co n o m ic  and  S o c ia l A ffa irs , 
The G row th  of W o rld  In d u stry , 1953-1965 (S T /S T A T /S E R /p /4 ) ,
1967, pp. 299-304.
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T h is  is  due to the  p ra c tic e  of o v e rs to c k in g  raw  m a te r ia ls  and h o ld ­
ing la rg e  in v e n to rie s  of f in ish e d  goods b e c a u se  of a  la c k  of m a rk e tin g  
in fo rm a tio n . M ex ic o 's  19^0 in d u s tr ia l  ce n su s  show ed fixed  a s s e ts  
co n s titu tin g  only  f if ty - th re e  p e r  c en t of cap ita l. The EC LA  h a s  co m ­
p a re d  th is  f if ty - th re e  p e r  cen t s h a re  of fix ed  c a p ita l of to ta l c a p ita l in  
M exico to  the U nited S ta te s ' a v e ra g e  s h a re  of se v e n ty -e ig h t p e r  cen t 
a s  ev idence  of the n eed  fo r  b e t te r  in v en to ry  p ro c e d u re s  in  M exico.
The m o s t s ig n ifican t a s p e c t  of p oo r c a p ita l u sag e  is , h o w ev er, 
the c o n s is te n t  u n d e ru tiliz a tio n  of c ap ac ity  by  M exican  and L a tin  
A m e ric a n  in d u s tr ie s .  I t is  a p a rad o x  of p lanning  th a t M exican  in d u s ­
try ,  w ith  i ts  high dem and fo r c a p ita l un d er u til iz e s  ex is tin g  c a p a c ity  
to such  a  h igh  d eg ree . T h is  p a ra d o x  h a s  b een  ex p la in ed  in  s e v e ra l  
d iffe re n t w ays. A lb e r t O. H irsc h m a n  ex p la in s  the p a rad o x  by  s ta tin g  
that.
It is  th is  p h ase  of im p o rt su b s titu tio n  the ex u b e ran t 
s ta g e  th a t g ives r i s e  to the o ften  n o ted  ex u b eran ce  
and  boom  a tm o sp h e re  du ring  w hich  dem and is  e a s ily  
o v e re s tim a te d . In any even t, low d u ties  o r p re fe r e n t ia l  
exchange r a te s  fo r  m a c h in e ry  im p o rts  m ake fo r la v ish  
h o rd e s . As; a re s u l t ,  the  new in d u s try  is  lik e ly  to  find  
i ts e lf  sad d led  w ith  e x c e ss  cap ac ity . . . . ^^
IQ
U. N. , The P ro c e s s  of In d u s tr ia l  D evelopm en t, p. 70.
 ^^A lb ert O. H irsch m an , "T he P o li t ic a l  E conom y of Im p o r t 
S u b stitu tin g  In d u s tr ia liz a tio n  in  L a tin  A m e ric a , " in  L a tin  A m e r ic a ; 
P ro b le m s  in  E conom ic  D evelopm en t, ed. by  C h a r le s  N isb e t (New 
Y ork: The F r e e  P r e s s ,  1969), p. 248.
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To th is  ex p lan a tio n  the  EC LA  adds the poin t th a t m uch  so p h is tic a te d  
im p o rte d  c a p ita l is  d es ig n ed  fo r v e ry  high le v e ls  of p ro d u c tio n  so th a t 
the L a tin  A m e rica n  f irm  in  u sin g  such equ ipm ent c r e a te s  a  b u il t- in  
un d er c a p a c ity  o p e ra tio n , H enry  J . B ru ton , a s  no ted  e a r l ie r ,
c la im s  th a t th is  phenom ena em an a te s  fro m  the often  m o n o p o lis tic  
p o s itio n  of the L a tin  A m e ric a n  in d u s tr ia l is t  w hich a llow s h im  to p a ss  
along h igh  c a p ita l c o s ts  to the co n su m e r, and p ro v id e s  no incen tive  
fo r fu ll u tiliz a tio n  of cap ac ity .
F o r  p e rh ap s  a l l  of the re a so n s  s ta te d  above, m uch  of L a tin  
A m e rica n  in d u s try  does o p e ra te  a t  under cap ac ity , and M ex ic o 's  in d u s­
t r y  is  no excep tion  (it shou ld  be po in ted  out, how ever, th a t H enry  
B ru ton , a s  po in ted  out in  the l a s t  ch ap te r, a t t r ib u te s  a  la rg e  p a r t  of 
M ex ico 's  a c c e le ra te d  GD P grow th  to a  m o re  e ffec tiv e  u tiliz a tio n  of 
cap ac ity  than  w as found in  o th e r  L a tin  A m e ric a n  c o u n tr ie s  studied).
A ccord ing  to an EC LA  study  of L a tin  A m e ric a n  in d u s tr ie s  fo r 
the p e r io d  1961-1964, o v e ra ll  cap ac ity  u sag e  fo r  L a tin  A m e ric a n  
in d u s try  ran g ed  f ro m  40 p e r  cen t to 82 p e r  cen t. M eta l w orking , 
m o to r v eh ic le , m a ch in e ry , and  e le c tr ic a l  a p p a ra tu s  in d u s tr ie s  o p e r ­
a te d  a t  an  av e rag e  40 p e r  cen t to 45 p e r  cen t of cap ac ity . M ost heavy 
in d u s try , acco rd in g  to th is  s tudy  o p e ra ted  a t  le s s  than  s ix ty  p e r  cen t
12
U. N . , " In d u s tr ia l  D evelopm ent in  L a tin  A m e ric a , "
p. 14.
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of th e ir  cap ac ity . An EC LA  study  of the sev en teen  in te g ra te d  s te e l 
p lan ts  in  L a tin  A m e ric a  in  1966 po in ted  out tha t output w as an a v e r ­
age fo r ty -e ig h t p e r  cen t of c a p a c ity  fo r th e se  p lan ts , EC LA  s tu d ie s  
fo r  som e sp ec ific  L a tin  A m e ric a n  c o u n tr ie s  in  1961 show ed c a p ita l 
u sag e  in  V enezuela  a t  ap p ro x im a te ly  fifty  p e r  cen t fo r  m o s t in d u s tr ie s .  
C ap ita l u sag e  fo r C h ile  w as a p p ro x im a te ly  55. 3 p e r  cen t fo r m a jo r  
in d u stry , and c a p ita l u sag e  in  E cu ad o r w as 60 p e r  cen t fo r  the fa c to ry  
s e c to r .
Sidney D ell h as  e s tim a te d  th a t in  1962 m o st in d u s tr ia l  e s ta b ­
lish m en ts  in  M exico w e re  o p e ra tin g  a t som eth ing  lik e  f if ty  p e r  cen t of 
th e ir  capacity . W hether o r n o t th is  e s tim a te  is  a c c u ra te , a  su b ­
s ta n tia l n um ber of M exican  in d u s tr ie s  a r e  o p era tin g  w ith  su b s ta n tia l 
ex c e ss  capacity . A C o m erc io  E x te r io r  de M exico e d ito r ia l  in  1963 
e s tim a te d  th a t a t  l e a s t  fifty  p e r  cen t of M exican  in d u s try  o p e ra te d  a t 
le s s  than n o rm a l cap ac ity .
13
U. N. , The P ro c e s s  of In d u s tr ia l  D evelopm ent in  L a tin  
A m erica , p. 72.
14
U. N. , " In d u s tr ia l D evelopm ent in  L a tin  A m e ric a , " p. 15.
N ., The P ro c e s s  of In d u s tr ia l  D evelopm ent in  L a tin  
A m e ric a , p. 73.
D ell, A L a tin  A m e ric an  Com m on M ark e t  ?, p. 19.
"E d ito r ia l , " C o m erc io  E x te r io r  de M exico, X, No. 3
(M arch, 1963), p. 138.
I l l
W ith r e s p e c t  to som e sp ec ific  in d u s tr ie s ,  B e la  B a l la s s a  c ite s  
th a t in 1962 iro n  fo u n d rie s  in  M exico w o rk ed  a t  an a v e ra g e  50 p e r  
cen t of th e ir  cap ac ity , c ig a re tte  f a c to r ie s  a t  an  a v e ra g e  78 p e r  cen t of 
cap ac ity , and te x tile  p lan ts  a t ari42 p e r  cen t of cap ac ity , w ith  r a i l ­
ro a d  c a r ,  r e f r ig e r a to r ,  TV, and e le c tr ic a l  ap p lian ce  in d u s tr ie s  a lso
18o p e ra tin g  a t  s im ila r  le v e ls  of cap ac ity .
The M ex ican  auto  in d u s try  w as e s tim a te d  to be o p e ra tin g  a t  50 
p e r  c e n t of i ts  ca p a c ity  in 1969, and  the a r t i f ic ia l  f ib e r  in d u s try  
in  1969 w as e s tim a te d  to be o p e ra tin g  a t  a  l i t t le  o v er fif ty  p e r  cen t 
of i ts  cap ac ity . If th e se  i l lu s tra t io n s  p o r tra y , to any s ig n ifican t 
d e g re e , the s ta te  of c a p ita l u tiliz a tio n  in  M exican  in d u s try , then  u n d e r­
u til iz a tio n  of cap ac ity  is  c e r ta in ly  one m a jo r  fa c to r  re sp o n s ib le  fo r  
high p ro d u c tio n  c o s ts  in  M exico.
P ro f i t  m a rg in s
The la c k  of co m p etitio n  in  in d u s try  fo s te re d  by  p ro te c te d  m a r ­
k e ts  h a s  s e v e ra l  m a jo r  e ffec ts  on the p r ic e s  of in d u s tr ia l  goods in a
18B a la s  sa . E conom ic D evelopm ent and In te g ra tio n , pp. 
76-77 . :
"The A utom obile M ark e t, " Review , of the E conom ic  S itu a ­
tio n  of M exico , XLVI, No. 533 (A pril, 19^0), p. 9&.
2 Q    '  • •
"In d u s try  in  1969, " R eview  of the  E conom ic S itu a tio n  of 
k lex ico , XLVI, No. 535 (June 1970), p. l6 z .
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c o u n try  such  a s  M exico. F i r s t ,  the in c en tiv e  to e ffic ien tly  u se  fa c to rs  
of p ro d u c tio n  is  o ften  d im in ish ed  a s  co m p e titio n  is  d im in ish ed  w ith 
the r e s u l t  th a t fa c to r  u n d e ru tiliz a tio n , su ch  a s  p re v io u s ly  d isc u sse d , 
e m e rg e s . Secondly , p ro te c te d  in d u s tr ie s  a r e  u su a lly  ab le  to  ach iev e  
h igh  p ro f i t  m a rg in s  b ec au se  of th e ir  p r iv ile g e d  n a tio n a l p o s itio n s . A s 
i t  w ill be d e m o n s tra te d , th e se  p ro f i t  m a rg in s  a r e  a m a jo r  c o n tr ib u to r  
to h igh  p r ic e s  fo r  M exican  p ro d u c ts .
U sing  in d u s tr ia l  c en su s  da ta  r e p o r te d  by the  S e c re ta r ia  de 
In d u s tr ia  y C o m e rc io  fo r  1966, the a v e ra g e  fa c to ry  p e rc e n ta g e  m a rk ­
up o v er the  to ta l  c o s ts  of p ro d u c tio n  fo r  th i r ty - s e v e n  re p o r te d  in d u s­
t r i e s  w as ca lc u la ted , by  the a u th o r , to  be 41. 32 p e r  cen t. M arkup  
p e rc e n ta g e s  fo r  som e sp ec ific  in d u s tr ie s  w e re : m e a t p ro c e ss in g ,
19. 52 p e r  cen t; m ilk  p ro c e ss in g , 57. 97 p e r  cen t; b e e r ,  62. 20 p e r  
cent; a r t i f ic ia l  f a b r ic , 44. 24 p e r  cent; c e llu lo se  and  p a p e r  p a s te s ,
45. 60 p e r  cen t; auto  m o to rs , 72. 88 p e r  cen t; tu b es  and p o s ts  of iro n  
and  s te e l, 60. 40 p e r  cent; and s e c o n d a ry  iro n  and s te e l  p ro c e ss in g ,
28. 19 p e r  cen t.
If p ro f i t  m a rg in s  fo r  in d u s try  a s  a  w hole r e s e m b le  th o se  found 
in  th e  above sam p le , then  p ro f i t  m a rg in s  in  M exico  c e r ta in ly  a r e  one 
m a jo r  fa c to r  re sp o n s ib le  fo r  high in d u s tr ia l  p r ic e s  in  M exico, I t  is
C a lc u la te d  fro m ; M exico, E s ta d is t ic a  In d u s tr ia l  A nual,
1966 , pp. 1- 3 .
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a rg u e d  th a t by  exposing  th e se  in d u s tr ie s  to w o rld  co m p e titio n  o r 
re g io n a l co m p e titio n  th ro u g h  the p u rs u it  of "o u tw ard "  in d u s tr ia l iz a ­
tion , th e se  p ro f it  m a rg in s  w ould c e a se  to be such  a  m a jo r  com ponent 
of p r ic e .
E co n o m ies  of sc a le
The f in a l d e te rm in a n t of h igh  in d u s tr ia l  c o s ts  and p r ic e s  to be 
d isc u s se d  is  the ro le  of eco n o m ies  of sc a le  in  d e te rm in in g  in d u s tr ia l  
c o s ts .  I t h a s  b een  a rg u e d  th a t the  L a tin  A m e ric a n  c o u n tr ie s , b e ­
c au se  of th e ir  l im ite d  m a rk e t  s iz e s  and " in w ard "  o r ie n ta tio n , should  
no t develop  m any  so p h is tic a te d  c a p ita l goods and b a s ic  in d u s tr ie s  in 
th a t a ccep tab le  c o s ts  in  th e se  in d u s tr ie s  can  only b e  a tta in e d  th rough  
the ach iev ing  of eco n o m ies  of s c a le  a s so c ia te d  w ith  u n a tta in ab le  h igh  
v o lu m es  of s a le s . E v en  in  a  co u n try  like  M exico w ith  a popu la tion  
ap p ro ach in g  fif ty  m illio n  peop le , m any  in d u s tr ie s  a r e  n o t ab le  to 
ach iev e  in te rn a tio n a lly  co m p e titiv e  c o s ts  b e ca u se  of the  lim ita tio n s  
in  the m a rk e ts  of th e se  in d u s tr ie s .  I t should  a lso  be  re m e m b e re d  
th a t b e c au se  of a  h igh  d e g re e  of incom e in eq u a lity  in  M exico , a s  i t  
w ill be shown, the m a rk e t  fo r  m an u fac tu re d  goods is  m uch  le s s  than  
f if ty  m illio n  people,
22In fa c t, the EC  LA h as  e s tim a te d  th a t M e x ic o 's  consum ption  
of m a n u fa c tu re d  goods in  1962 a s  a p e rc en ta g e  of to ta l p r iv a te  con­
sum ption  (21. 6 p e r  c en t in  1962) w as the second  lo w e s t in  L a tin  A m er- 
ica ; U. N . , The P r o c e s s  of In d u s tr ia l  D evelopm ent in  L a tin  A m e ric a , 
p. 121.
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B e la  B a la s s a  in  E conom ie D evelopm en t and In te g ra tio n  d is -  
c u s s e s , in  depth , the econom ies of s ca le  to be  gained  th rough  e n la rg e d  
s a le s  fo r v a r io u s  in d u s tr ie s ,  and then  e s tim a te s  the ab ility  of le s s  
developed  c o u n tr ie s  to ach ieve th e se  eco n o m ies . I n m o s t  c a s e s  d is ­
c u sse d , the L a tin  A m e ric an  c o u n tr ie s , inc lud ing  M exico, fa ll  s h o r t  
of the r e q u ire d  in d u s tr ia l  outputs fo r  ach iev ing  th e se  econom ies of 
sca le ,
P r ic e s  of m a n u fa c tu re d  goods
T he end r e s u l t  of the above fa c to rs  in te ra c tin g  w ith in  a  p r o ­
te c te d  m a rk e t  is  h igh  in d u s tr ia l  co s t. F u r th e rm o re ,  th e se  high 
in d u s tr ia l  c o s ts  a r e  com pounded a s  in tra in d u s try  lin k ag es  s e rv e  to 
t r a n s m it  p e c u n ia ry  d iseco n o m ies  in the fo rm  of h igh  c o s t inpu ts 
th rough  the v a r io u s  s ta g e s  of p ro d u c tio n  in  M exican  in d u stry .
I t is  a rg u e d  by B e la  B a la s sa  th a t econom ic  in te g ra tio n  could  
s e rv e  to red u c e  in d u s tr ia l  co s ts  by  e lim in a tin g , to a  la rg e  d e g re e , 
each  of the  above fa c to rs  re sp o n s ib le  fo r  h igh  c o s ts  w ith in  a  p ro te c te d  
m a rk e t. B y m ak ing  the m a rk e t m o re  co m p e titiv e  and la r g e r ,  fa c to r  
p r ic e  d is to r t io n s , u n d e ru tiliz a tio n  of cap ac ity , high p ro fit  m a rg in s , 
and the in a b ility  of in d u s try  to g e n e ra te  econ o m ies  of s ca le  w ould 
c e a se  to o p e ra te  a s  h igh  c o s t g e n e ra to rs  in  in d u s try .
^ ^ B a la s sa , E conom ic D evelopm ent and  In te g ra tio n , pp.
89-105.
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The q u estio n  of ju s t  how high a re  M exican  in d u s tr ia l  p r ic e s  
is  a d ifficu lt q u estio n  to a n sw e r. M ost ev ery o n e  a g re e s  th a t they  a re  
s ig n ifican tly  h ig h e r  than  in d u s tr ia l  p r ic e s  in  the U nited S ta te s  o r 
W e s te rn  E u ro p e  bu t l i t t le  ev idence e x is ts  to, in  g e n e ra l, su b s tan tia te  
th e se  c la im s . One m a jo r  p ro b le m  in  g a th e rin g  such  ev idence on 
re la t iv e  p r ic e s  fo r  m a n u fac tu red  p ro d u c ts  of L a tin  A m eric an  coun­
t r i e s  invo lves the u se  of o ffic ia l exchange r a te s  to develop  co m p arab le  
re la t iv e  p r ic e s .  T he o v e r -p r ic in g  o r  u n d e r -p r ic in g  of the  v a r io u s  
n a tio n a l c u r re n c ie s  of L a tin  A m e ric a  can  r e s u l t  in  r a th e r  unexpected  
r e s u l ts  in the co m p a riso n  of re la tiv e  p r ic e s  of m a n u fac tu red  goods.
■ The EC LA h as  conducted  s e v e ra l  s tu d ie s  of the p r ic e s  of 
m an u fac tu red  goods in  L a tin  A m e ric a  w hich  c irc u m v e n t the p ro b le m s 
im p o sed  by exchange r a te  d is to r tio n s . One s tu d y  by the EC LA con­
s tru c ts  an  index of p r ic e s  of m an u fac tu red  goods b a se d  on a  sam ple  
of ex p en d itu res  on food p ro d u c ts  fo r each  n a tio n  s tud ied . E xpend i­
tu re s  on th e se  food sa m p le s  w ere  then  c o n s id e re d  to be equal fo r  a ll  
c o u n tr ie s , allow ing fo r co m p a riso n s  of r e la t iv e  p r ic e s  of m an u fac tu red
24  .....................
T h is  p ro b le m  is  d isc u s s e d  by the U. N. in  The P ro c e s s  of
In d u s tr ia l  D evelopm en t in  L a tin  A m e ric a , p. 128. An exarnp le  of the 
effec ts  of exchange r a te  d is to r tio n s  on the p r ic e s  of m an u fac tu red  
goods is  found in  th e  authors? a tte m p t to  develop  a  ben ch  m a rk  m e a s u re  
of the  d eg ree  of tra d e  c re a tio n  and  tra d e  d iv e rs io n  re su ltin g  fro m  
M ex ico 's  p a r t ic ip a tio n  in  LA FTA  in  C h ap te r V. In th is  exam ple, 
the high d e g re e  of " tra d e  c re a tio n "  found m u s t c e r ta in ly  be a ttr ib u te d  
la rg e ly  to d is to r tio n s  in  L a tin  A m e ric a n  c u r re n c y  exchange r a te s .
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goods betw een  the v a r io u s  c o u n tr ie s . The second  study  d e riv ed  
u n it p r ic e s  of m an u fac tu red  goods fo r the c o u n tr ie s  s tu d ied  fro m  both  
o ffic ia l exchange r a te s  and e s tim a te d  p a r i ty  exchange r a te s ,  thus 
allow ing a c o m p a riso n  of ab so lu te  p r ic e s  am ong c o u n tr ie s . B oth 
s tu d ie s  a tte m p te d  to m e a s u re  p r ic e s  in  1962 fo r A rg en tin a , B ra z il ,  
C olom bia, C h ile , P e ru , V enezuela , G u atem ala , M exico, and the 
U nited S ta te s .
In  g e n e ra l, the two L a tin  A m eric an  c o u n tr ie s  d isp lay ing  the 
lo w est p r ic e s  in  both  s tu d ie s  w e re  C olom bia and G u atem ala . L a tin  
A m eric an  p r ic e s ,  how ever, w e re  on the w hole m uch  h ig h e r then  
U nited  S ta te s  p r ic e s  fo r  m an u fac tu red  goods. P r ic e  d iffe re n c e s  b e ­
tw een L a tin  A m e ric a  and  the U nited S ta tes  w e re  g r e a te r  in  the second  
study  than th e  f i r s t  study. In te rm s  of ab so lu te  p r ic e s ,  the m o st 
s e r io u s  d is to r tio n s  in  p r ic e s  fo r  L a tin  A m e ric a n  p ro d u c ts  w e re  found 
in  c a p ita l goods.
F o r  M exico, r e la tiv e  p r ic e s  of in v e s tm e n t goods w e re  a p p ro x i­
m a te ly  40 p e r  cen t h ig h e r  than  the re la tiv e  p r ic e s  of in v es tm en t goods 
in  the  U nited S ta te s . A rg en tin a , B ra z i l  C hile , and P e ru  re c o rd e d  
even  h ig h e r r e la tiv e  p r ic e s  than  M exico. R e la tiv e  p r ic e s  fo r non­
food co n su m e r n o n -d u rab le  m a n u fac tu red  goods in  M exico w ere
25 .........
U. N . , The P ro c e s s  of In d u s tr ia l  D evelopm ent in  L a tin
A m e ric a , pp. 130-134.
2 ^ Ib id ., pp. 136-143.
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ap p ro x im a te ly  tw en ty -tw o  p e r  c e n t h ig h e r  th an  r e la t iv e  p r ic e s  fo r  
th e se  goods in  the  U nited  S ta te s . In  th is  c a te g o ry  of p ro d u c ts , A rg e n ­
tin a , B ra z i l ,  C h ile , P e ru , and  V en ezu e la  re c o rd e d  h ig h e r  r e la t iv e  
p r ic e s  than  M exico. I t  m ay  be a rg u e d  th a t if  ab so lu te  p r ic e s  of the  
sam p le  food p ro d u c ts  w e re  m uch lo w er in  L a tin  A m e ric a  th an  in  the 
U nited S ta te s , the  s ig n ifican ce  of th is  study  in  te r m s  of in tra - c o u n try  
re la t iv e  p r ic e  c o m p a riso n s  m ig h t be o v e rs ta te d .
The seco n d  study , h o w ev er, tends to su b s ta n tia te  the  finding  
of the f i r s t  study . F o r  M exico ab so lu te  p e r  u n it p r ic e s ,  c a lc u la te d  
by the e s tim a te d  p a r i ty  exchange r a te ,  w e re  s u b s ta n tia lly  h ig h e r  than  
U nited S ta te s  p r ic e s  fo r  a l l  bu t a  few of the  p ro d u c ts  l is te d . A b so lu te  
p e r  un it p r ic e s ,  c a lc u la te d  by o ffic ia l exchange r a te s  w e re  h o w ev er, 
v e ry  c o m p a rab le  to U nited S ta te s  p r ic e s .  F o r  ex am p le , the M ex ican  
p e r  un it p r ic e  fo r  adding m ac h in e s , c a lc u la te d  by  the  p a r i ty  exchange 
r a te ,  w as 73 p e r  c e n t h ig h e r  than  the U nited  S ta te s ' p r ic e  fo r  adding 
m ach in es . C a lc u la te d  b y  the  o ffic ia l exchange r a te ,  the  M ex ican  p e r  
un it p r ic e  fo r  adding  m ach in es  w as 7 p e r  c en t lo w er than  the U nited  
S ta tes  ' p r ic e .
R ecogn iz ing  th a t o ffic ia l exchange r a te s  s ig n if ic a n tly  u n d e r ­
s ta te  the p r ic e s  of M ex ican  p ro d u c ts , h igh  c o m p a ra tiv e  p r ic e s  and  
c o s ts  a r e  s t i l l  found fo r  m any M ex ican  m an u fa c tu re d  p ro d u c ts  u sing  
o ffic ia l c o n v e rs io n  r a te s .  F o r  ex am p le , the c o s t  of a  lig h t t ru c k  in
^^ibid.
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M exico fo r  1967 w as  58 p e r  c e n t h ig h e r than  the c o s t of a  lig h t tru c k  
p ro d u ced  in  the U nited S ta te s ,
C oncluding  r e m a rk s
H igh c o s ts  and  h igh  p r ic e s  of m a n u fac tu red  goods fo s te re d  by 
" in w ard "  in d u s tr ia l iz a tio n  a p p e a r  to be com m on to L a tin  A m e ric a , as  
a r e  the d i r e c t  d e te rm in a n ts  of th e se  high  c o s ts  and p r ic e s .  To w hat 
d e g ree  th e se  u n d e s ira b le  b y -p ro d u c ts  of " in w ard "  in d u s tr ia l iz a tio n  
w ill sh ap e  M ex ico 's  con tinued  p re fe re n c e  fo r  " in w a r d "  in d u s tr ia l iz a ­
tio n  is  d iff icu lt to d e te rm in e . T h a t such  b y -p ro d u c ts  co n s titu te  a 
s e r io u s  p ro b le m  fo r  M ex ic o 's  dev elo p m en t is ,  h o w ev er, c le a r ly  
ev iden t. M o re o v e r , the lo n g e r th e se  cond itions a r e  a llow ed  to ex is t, 
the m o re  d ifficu lt w ill be  th e  p ro c e s s  of re o r ie n ta t io n  to "o u tw ard " 
p o lic ie s . F o r  L a tin  A m e r ic a  a s  a  w hole, the  fa c t  th a t in d u s tr ia l  
c o s ts  a r e  h igh  and  in d u s tr ia l  p e rfo rm a n c e , m e a s u re d  by  the s ta n d a rd s  
s e t  in  th e  l a s t  c h a p te r , h a s  b een  p oor w ould se e m  to in d ic a te  th a t 
L a tin  A m e r ic a 's  p re fe re n c e  fo r  fu r th e r  " in w ard "  in d u s tr ia l iz a tio n  
should  be  re la t iv e ly  w eak, M ex ic o 's  p re fe re n c e  fo r  " in w ard "  in d u s­
t r ia l iz a t io n  is  no t so  e a s i ly  d e te rm in e d .
A ssum ing  fo r  the m o m en t, how ever, th a t the a fo rem en tio n ed  
c o s ts  of in d u s tr ia l iz a tio n  a r e  a c ce p ta b le  in  v iew  of the  p a s t  b en e fits  of
28 Ja c k  B o ran so n , " In te g ra te d  A u tom ob iles  fo r  L a tin  A m e r ic a ? "  
F in an ce  and  D evelopm en t, V, No. 4 (D ecem b er, I 968 ), p. 27,
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"in w ard "  in d u s tr ia l iz a tio n  in  M exico, w hat o th e r  f a c to r s  m u s t go in to  
a d e te rm in a tio n  of M e x ic o 's  p re fe re n c e  fo r " in w ard "  in d u s tr ia l iz a tio n ?
A s it w as in d ic a te d  a t  the beginning  of c h a p te r , M ex ic o 's  
in d u s tr ia l  co e ffic ie n t h a s  b ee n  dec lin ing  s in ce  1955, and  one su g g ested  
cau se  fo r  th is  d ec lin e  w as the e x is te n c e  of s t r u c tu r a l  im p ed im en ts  o r  
r e s t r a in t s  to the ex p an sio n  of the m a rk e t  fo r  in d u s tr ia l  goods. T h ese  
r e s t r a in t s  w e re  id e n tif ied  a s  being  a  la c k  of f u r th e r  im p o r t  su b s titu ­
tion  p o ten tia l and  a  h igh  d e g re e  of incom e in eq u a lity  and  reg io n a l 
d u a lism  in  M exico, In th a t  th e se  fa c to rs  a c t  a s  r e s t r a in t s  to  the  e x ­
p an s io n  of " in w ard "  in d u s tr ia liz a tio n , they  m u s t  a lso  be co n s id e re d  in  
e s ta b lish in g  a p re fe re n c e  fo r  " in w ard "  in d u s tr ia liz a tio n .
Incom e D is tr ib u tio n  and  R eg ional 
D u alism  in  M exico
T he g row th  of M e x ic o 's  m a rk e t  fo r  m a n u fa c tu re d  goods depends 
no t only upon the g row th  of p e r  c a p ita  incom e and  popu la tion  in  M exico. 
I t  a lso  depends on the  d is tr ib u tio n  of th a t in co m e. S ince " in w ard "  
in d u s tr ia l iz a tio n  r e q u ire s  a  grow ing d o m e stic  m a rk e t  fo r  m an u fac tu red  
goods, th e  s u c c e s s fu l  u se  of " in w ard "  in s tru m e n ts  of in d u s tr ia liz a tio n  
is  h ig h ly  dependen t on the n a tio n a l p a t te rn  of in co m e d istr ib u tio n .
R aym ond V ern o n  c ite s  M ex ic o 's  p o o r d is tr ib u tio n  of incom e a s  
one of the m a jo r  b o ttle n e c k s  to an  expansion  of in d u s try  th ro u g h  the 
d o m estic  m a rk e t;
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The n a tu re  of M ex ic o 's  incom e d is tr ib u tio n  is  such  
th a t, in s te a d  of th inking  of 35 o r  40 m illio n  peo p le  a s  
being  the o b jec t of th e ir  s a le s  cam p aig n s , m any  b u s in e s s ­
m en  a re  ob liged  to  th ink  of som e s m a ll  f ra c tio n  a s  the 
ta rg e t .  F o r  in s tan c e , the u rb a n  p oor, the e jid a l f a rm e r s ,  
and the s m a ll la n d o w n e rs--m ak in g  up p e rh a p s  tw o -th ird s  
o r th re e - fo u r th s  of the c o u n try --m a y  have to be  re g a rd e d  
a s  s im p ly  o u tsid e  the m a rk e t fo r  m any  m o d ern  day p ro d u c ts .
M ex ic o 's  h igh  le v e l of incom e in eq u a lity  is  la rg e ly  a function  
of re g io n a l d u a lism  in  M e x ic o -- th e  N orth -S ou th  p ro b le m . G e n e ra lly  
speak ing , the F e d e ra l  D is tr ic t ,  the  n o r th e rn  t ie r  of s ta te s ,  and the 
Gulf s ta te s  can  be thought of a s  the high incom e s ta te s  w hile the c e n ­
t r a l  and so u th w est a r e a s  can  be  thought of a s  the low incom e re g io n s . 
In p a r t ,  re g io n a l d is p a r i t ie s  in  incom e a r e  the r e s u l t  of h is to r ic a l ,  
geog rap h ic , and c lim a tic  fo rc e s  in  M exico. The fa c t  th a t the  c e n tra l  
and so u th w est a r e a s  of M exico a r e  g e n e ra lly  m oun tainous, la rg e ly  
tro p ic a l  and p o s s e s s  la rg e ly  Indian  popu la tions is  s u re ly  a m a jo r  
fa c to r  re sp o n s ib le  fo r  the re la t iv e  low le v e ls  of developm en t in  th ese  
re g io n s . At le a s t  to som e ex ten t, how ever, the p lig h t of th e se  r e ­
gions h as been  a ccen tu a ted  by g o v ern m en ta l developm ent p lanning 
w hich  h as  d isp ro p o r tio n a te ly  p ro m o ted  ' in f ra s tru c tu re  developm ent 
and in d u s tr ia liz a tio n  in  the a lre a d y  developed  reg io n s  a t  the expense 
of th e  c e n tra l  and so u th e rn  s ta te s .
To i l lu s tr a te  the im p ac t of reg io n a l d u a lism  on M ex ic o 's  d is ­
tr ib u tio n  of inco m e, i t  can  be seen  fro m  T ab le  19 th a t the av e ra g e
2  Q
V ernon , The D ilem m a of M ex ic o 's  D evelopm ent, p. 183.
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TA B LE 19
DISTRIBUTION OF MONTHLY INCOME BY FA M ILY 
FO R  SEL EC TE D  STATES OF MEXICO 
(P eso s)
S ta te A v erag e  m onth ly  
incom e fo r  1958
P e rc e n ta g e  of fa m ilie s  
below  th e  m ean  in ­
com e
B a ja  C a lifo rn ia 2, 066 11. 7
S onora 1,361 30. 7
C hihuahua 1, 365 54. 3
F e d e r a l  D is tr ic t 1 ,449 46. 8
H idalgo 847 58. 6
Ocixaca 682 80. 4
A ll M exico 825 71. 0
S ource: W illiam  F r ie th a le r ,  M ex ico 's  F o re ig n  T ra d e  and
E conom ic D evelopm ent (New York: F r e d e r ic k  A. 
P ra e g e r ,  19^8), T ab le  8, p. 22.
fa m ily  m onthly  incom e, in  1958, fo r  the  n o r th e rn  s ta te  of B a ja  C a lif ­
o rn ia  w as a  l i t t le  o v er th re e  tim e s  g re a te r  than  the a v e ra g e  fa m ily  
m o n th ly  incom e of the so u th e rn  s ta te  of Ocixaca. I t  c an  a lso  be no ted  
f ro m  T ab le  19 th a t the d is tr ib u tio n  of incom e w ith in  such  c e n tra l  and 
s o u th e rn  s ta te s  as  H idalgo and  O axaca is  v e ry  p oor. In  O axaca 80. 4 
p e r  c e n t of the fa m ilie s  h ad  an  av e ra g e  m onth ly  incom e le s s  the a v e r ­
age 682 p eso s . Such a  d is tr ib u tio n  of incom e is  co m p a rab le  to the 
o v e ra ll  d is tr ib u tio n  of incom e fo r  M exico, w ith  71. 0 p e r  cen t of the 
fa m il ie s  of M exico ea rn in g  le s s  than  the  n a tio n a l a v e ra g e  m onth ly  
incom e of 825 p eso s  in 1958.
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M exican  P re s id e n ts  have p e r io d ic a lly  announced  p ro g ra m s  
d es ig n ed  to eq u a lize  re g io n a l in co m es in  M exico , such  a s  the in d u s6 1: 
t r i a l  d e c e n tra liz a tio n  p ro g ra m  now in  e ffec t. Such p ro g ra m s , how ­
e v e r , have a p p a re n tly  h ad  l i t t le  e ffec t in  n a rro w in g  d is p a r i t ie s  in 
re g io n a l in co m es.
R e fe r r in g  to T ab le  20 i t  is  ev id en t th a t th e  d isp a r i ty  b e tw een  
p e r  c a p ita  in co m es in  the F e d e ra l  D is tr ic t  and  p e r  ca p ita  in com es fo r 
the r e s t  of the  co u n try  h as  b een  w idening s in ce  1950.
B oth  the popu la tion  and  the G D P of the F e d e r a l  D is tr ic t  have 
grow n a t  a  f a s te r  r a te  than  the popu la tion  and  G D P of M exico a s  a  
w hole. A s a  r e s u l t  of th e se  d iffe re n t g row th  r a te s ,  the F e d e ra l  D is ­
t r i c t 's  s h a re  of n a tio n a l GDP and popu la tion  have in c re a s e d  s ince  
1950. The. F e d e ra l  D is t r i c t 's  s h a re  of G D P, h o w ev er, h a s  grow n a t  
a  m uch  f a s te r  r a te  th an  the F e d e ra l  D is t r i c t 's  s h a re  of population:
22 p e r  cen t to  38 p e r  cen t v e r s u s  1 1 .9  p e r  c en t to 15. 3 p e r  cen t fo r  
the p e r io d  1950 to 1970. The r e s u l t  of th is  g row th  h as  b een  th a t p e r  
cap ita  p ro d u c t h as  grow n a t  a  f a s te r  r a te  in  the F e d e r a l  D is tr ic t  than  
fo r  M exico a s  a  w hole (1 .7 8  t im e s  f a s te r  fo r  the p e r io d  1950-1970). 
W h ereas the av e rag e  p e r  cap ita  p ro d u c t of the F e d e r a l  D is tr ic t  in 
1950 w as 1. 88 tim e s  g re a te r  than  the a v e ra g e  n a tio n a l p e r  c a p ita  
p ro d u c t (6, l 6 l  p eso s  v e r s u s  3, 273 p e so s  in  19^0 p r ic e s ) ,  the a v e ra g e  
1970 p ro je c te d  p e r  c ap ita  p ro d u c t fo r  the  F e d e r a l  D is tr ic t  is  2. 49 
tim e s  g re a te r  than  the  a v e ra g e  1970 n a tio n a l p ro je c te d  p e r  c ap ita
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TA B LE 20
THE GROW TH OF P E R  CA PITA  INCOMES FO R  THE 
F E D E R A L  DISTRICT AND TH E PROVINCES 
OF M EXICO 
(M illions of P e s o s , I960  P r ic e s )
R eg ion /G D P 1950 1955 i 960 1965 1970
(P ro jec te d )
M exico 84, 409 114,918 154, 137 208, 783 283, 407
F e d e ra l  D is tr ic t 18,791 2 9 , 939 46, 312 74 ,856 108, 285
F e d e r a l  D is tr ic t  
GDP a s  a p e rc e n t­
age of N atio n a l 
GDP 22 26 30 36 38
F e d e ra l  D is tr ic t  
. popu la tion  a s  a  
p e rc e n ta g e  of 
to ta l pop u la tio n 11 .9 13 .4 13. 9 14. 6 15. 3
G row th  in  
G D P /  P e rso n , 
Index (1950=100) 
M exico 100 118.3 130. 6 149.4 170. 9
F e d e ra l  D is ­
t r i c t 100 121. 3 149. 8 1 9 4 .4 226. 9
S o u rce : "The F e d e r a l  D is tr ic t  and the P ro v in c e s , " R eview  of the
E co n o m ic  S itu a tio n  of M exico, XLIV, No. 514 (S ep tem b er, 
1968 ), pp . 12-14.
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p ro d u c t (13, 979 p eso s  v e r s u s  5, 594 p e so s  in  I960 p r ic e s ) .  I t 
w ould a p p e a r  th a t d esp ite  g o v e rn m e n ta l e ffo r ts  to b r in g  abou t a  g r e a te r  
d e g ree  of incom e equality  in  M exico , the d isp a r ity  be tw een  p e r  ca p ita  
in co m es  in  the F e d e ra l  D is tr ic t  and  the  re m a in d e r  of M exico h as  
b eco m e w o rse . In view  of the r e c e n t  ex ten s iv e  b o rd e r  in d u s tr ia l iz a ­
tio n  p ro g ra m s  in  the n o r th  of M exico , the re la tio n sh ip  b e tw een  p e r  
c ap ita  in co m es  in  the re la t iv e ly  w ea lth y  n o r th e rn  s ta te s  and p e r  cap ita  
in co m es  in  the  so u th e rn  s ta te s  p ro b a b ly  show s a s im ila r  tre n d  to w ard  
g r e a te r  in eq u a lity .
The s e v e r i ty  of the  in co m e d is tr ib u tio n  p ro b le m  in  M exico 
w as c le a r ly  i l lu s t r a te d  in  an  EC LA sev en  co u n try  s tu d y  of incom e 
c o n c e n tra tio n  fo r  the p e r io d  1963-1964. The co u n tr ie s  s tu d ied  
in c lu d ed  w e re  A rg en tin a , B ra z il ,  C o lom bia , C o sta  R ica , E l S a lv ad o r, 
M exico , and  P an am a . The r e s u l ts  of th is  study, a s  they  p e r ta in  to 
M exico  a r e  co n ta in ed  in  T ab le  21.
M exico , w ith  50 p e r  cen t of its  population  re c e iv in g  only  
1 5 .4  p e r  cen t of p e rso n a l incom e and  20 p e r  cen t of i ts  popu la tion  
re c e iv in g  58. 5 p e r  cen t of p e rs o n a l inco m e, h as  one of th e  h ig h e s t 
le v e ls  of in co m e in eq u a lity  in  L a tin  A m e ric a . Only E l S a lv ad o r ran k ed
30 "The F e d e ra l  D is tr ic t  and  the P ro v in c e s , " R eview  of 
T he E co n o m ic  S itua tion  of M exico, XLIV, No. 514 (S ep tem b er,
1968), p . 12.
31
U. N . , "Incom e D is tr ib u tio n  in  L a tin  A m e ric a , " p. 40.
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TA BLE 21
M EXICO'S DISTRIBUTION OF INCOME 
1963 -, 1964..........................
P e rc e n ta g e s of fa m ilie s P e rc e n ta g e  of M ex ic o 's  
p e rso n a l incom e
Top 5. 0 29. 0
15. 0 29. 5
30. 0 26 . 1
30. 0 11.8
Low 20. 0 3. 6
S ource: U nited  N ations, E conom ic C o m m issio n  fo r  L a tin
A m e ric a , "Incom e D is tr ib u tio n  in  L a tin  A m e rica , " 
E co n o m ic  B u lle tin  fo r  L a tin  A m e rica , XII, No. 2,
1968, p. 48.
ah ead  of M exico  in  incom e co n c en tra tio n  fo r  the seven  co u n tr ie s  
stud ied .
The end r e s u l t  of such  a p a t te rn  of incom e d is tr ib u tio n  is  th a t 
e ffec tiv e  dem and  fo r  m an u fac tu red  goods by the m a jo r ity  of the popu­
la tio n  is  lim ite d . An EC LA study  in  1962 o b se rv e d  th a t 51. 2 p e r  cen t 
of p r iv a te  con su m p tio n  ex p en d itu res  in  M exico w e re  fo r  food, the 
th ird  h ig h e s t  peroeitags in L a tin  A m e ric a . The sam e  study show ed 
th a t only 21. 6 p e r  c e n t of p r iv a te  consum ption  ex p en d itu res  in  M exico 
w e re  fo r  m a n u fa c tu re d  goods, the seco n d  lo w est p e r  cen t in  L a tin
^^Ibid.
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A m e rica .
How w ill M exico o v erco m e th is  im b a lan ce  in  incom e d is t r ib u ­
tio n ?  One e le m e n t of any p lan  to b r in g  about a  g re a te r  eq u a lity  of 
incom e d is tr ib u tio n  m u s t c e r ta in ly  be à d e c e n tra liz a tio n  of in d u s try . 
W ith a p p ro x im a te ly  s ix ty  p e r  cen t of the c o u n try 's  in d u s tr ia l  eco n o ­
m ic  a c tiv ity  c e n te re d  in  the F e d e ra l  D is tr ic t  a r e a  and m o s t of the 
re m a in d e r  of in d u s tr ia l  econom ic a c tiv ity  c e n te re d  in a  few n o r th e rn  
s ta te s ,  a  m o v em en t to w ard  incom e e q u a lity  cannot beg in  u n til in d u s try  
is  in fu sed  in to  the econom ies of the  c e n tra l  and  so u th w este rn  s ta te s .  
C e r ta in ly  even  g re a te r  e ffo rts  in  a g ra r ia n  re fo rm  and in f r a s tru c tu r e  
m o d e rn iz a tio n  a r e  needed  in  th e se  a r e a s ,  b u t the up lifting  of th e se  
d e p re s s e d  re g io n s  w ill la rg e ly  depend  on M ex ic o 's  a b ility  to d e c e n ­
t r a l iz e  in d u s tr ia l  developm ent.
W hile g o v ern m en ta l p ro g ra m s  d es ig n ed  to p ro m o te  such  a 
d e c e n tra liz a tio n  of in d u s try  a r e  being  developed  and im p lem en ted , 
the p ro c e s s  of incom e eq u a liza tio n  w ill be v e ry  long and d ifficu lt. A 
r e p o r t  fo r  the f i r s t  h a lf of 1969 show ed th a t of the 26 b illio n  p e so s  of 
in d u s tr ia l  lo an s  m ade by M ex ico 's  p r iv a te  b an k s , 17 b illio n  w ent to 
the F e d e r a l  D is tr ic t ,  5 b illio n  w ent to Nuevo Leon and J a lis c o  (in the
N . , The P ro c e s s  of In d u s tr ia l  D evelopm en t in  L a tin
A m e ric a , p. 121. 
34 In d u s tr ia l  D e c en tra liz a tio n , " C o m erc io  E x te r io r  de
M exico, XVI, No. 4 (A pril, 1970), pp. 19-20.
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n o rth ), and  only  4 b illio n  w ent to the re m a in d e r  of the coun try . 35 
The P re s id e n t  of the N ation  Banking S y stem  r e f e r r e d  to th is  a s ,
" . . . fu r th e r  ev idence of the in d u s tr ia l  im b a lan ce  w hich  o b s tru c ts  
the c o u n try 's  econom ic developm ent.
Y et th is  eq u a liza tio n  is  the goal of M ex ic o 's  governm en t. To 
c ite  P re s id e n t  O rd az , "To r a is e  the g re a t  m a s s  of o u r people f ro m  
th e ir  p o v e r ty  is  an  im p e ra tiv e  ta s k  to w hich  we cannot, we m ay not 
re sp o n d  by  s im p ly  con so lid a tin g  econom ic s t r u c tu r e s  th a t do not 
b e n e fit th is  im p o rta n t p a r t  of the M exican  fa m ily  The g o v ern - ,
m e n t h as  in s ti tu te d  such  p ro g ra m s  a s  the  P ro g ra m  fo r  R u ra l D evelop­
m en t and The O ffice of R u ra l In d u s tr ie s  to develop  in d u s tr ie s  in  the 
c e n tra l  s ta te s  and the so u th w este rn  s ta te s ,  and  they  have m e t w ith  
som e s u c c e ss . A 4. 5 b illio n  peso  h y d ro e le c tr ic  p lan t re c e n tly  co n ­
s tru c te d  in  M alpaso  is  ex p ec ted  to a t t r a c t  fo r ty  b illio n  p e so s  of 
in d u s tr ia l  in v e s tm e n t into the M exican  so u th w est w ith in  the  nex t s e v ­
e r a l  y e a rs .
D ire c t  a tte m p ts  to im p ro v e  M ex ic o 's  d is tr ib u tio n  of incom e, 
such  a s  P re s id e n t-E le c t  E c h e v e r ra s  ' p ledge to r a i s e  the m in im um
^^Ibid. ^^Ibid.
37 "E conom ic A sp ec ts  of the P r e s id e n t 's  S ta te  of the Union 
A d d re ss , " C o m erc io  E x te r io r  de M exico, XV, No. 10 (O ctober,
1969), p. 24:
"R eg ional D evelopm ent, " C o m erc io  E x te r io r  de M exico ,
XIV, No. 8 (A ugust, 1968), p. 13.
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w a:^  by  tw en ty  p e r  cen t, w ill p ro b ab ly  m e e t w ith  le s s  su c c e ss  than  
in d u s tr ia l  d e c e n tra liz a tio n . R aym ond V ern o n  h as  po in ted  out 
th a t p a s t  r e fo rm s  of th is  n a tu re  (m inim um  w ages) have m e t w ith  
g re a t  h o s ti l i ty  f ro m  the b u s in e s s  com m unity , w hich  c o n s id e rs  such  
re fo rm s  a s  b e in g  a n ti-b u s in e s s . Such p lan n ed  re fo rm s  have , in  the  
p a s t, b een  d ro p p ed  by  the g o v ern m en t b e c a u se  of th is  h o s tility . As 
i t  w as no ted  e a r l i e r ,  the p ro p o se d  tw enty  p e r  c en t m in im um  w age 
in c re a s e  h a s  a lre a d y  en co u n te red  r e s is te n c e  in  the fo rm  of in d u s try 's  
th re a ts  to au to m a te  th e ir  p lan ts .
S u m m ary  co n c lu s io n s
In  su m m a ry , i t  m ay  be s a id  th a t M e x ic o 's  p a tte rn  of of incom e 
d is tr ib u tio n  and  re g io n a l d u a lism  p o se  s e r io u s  r e s t r a in t s  to the e x ­
p an s io n  of in d u s try  th ro u g h  the d o m e s tic  m a rk e t.  F u r th e rm o re ,  i t  
w ould a p p ea r  th a t th e se  r e s t r a in t s  have in te n s if ie d  in  r e c e n t  y e a r s .  
G o v e rn m e n ta l p ro g ra m s  to d e c e n tra liz e  in d u s try  and  r a i s e  the m in i­
m um  w age have  b een  in s titu te d , bu t th e ir  e ffec ts  m ay  not be fe l t  fo r  
m any  y e a r s .  M exico h as  b een  ab le  to ach iev e  r a p id  in d u s tr ia liz a tio n  
th ro u g h  the d o m e stic  m a rk e t in  the  p a s t, bu t in  v iew  of the high d e g re e  
of incom e in e q u a lity  ev id en t in  M exico, s e r io u s  doubts should  be
39 "New L ab o r L a w ? "  B u s in e ss  L a tin  A m e ric a , A p ril 23,
1970, p. 129. 
40V ernon , T he D ilem m a of M e x ic o 's  D evelopm ent, p. 184.
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r a is e d  a s  to the a b ility  of the  d o m estic  m a rk e t to  a c t  a s  a  dynam ic 
s tim u lu s  to in d u s tr ia l iz a tio n  in  th e  fu tu re .
T he Im p o r t S u b stitu tio n  P ro c e s s  in  M exico
Im p o rt su b s titu tio n  h a s , u n til r e c e n t  y e a r s ,  b een  the m o s t 
su c c e ss fu l and  a c c e p te d  m ean s  of p ro m o tin g  in d u s tr ia l iz a tio n  in  
M exico and L a tin  A m e ric a . The s u c c e ss  and p o p u la r ity  of th is  '(in­
w a rd "  in s tru m e n t of in d u s tr ia l iz a tio n  w as b a se d  on th e  two functions 
i t  su p posid ly  p e r fo rm e d  fo r  the developm en t p la n n e r . F i r s t ,  im p o rt 
su b stitu tio n , in  th a t i t  invo lved  a re p la c e m e n t of d o m e s tic a lly  p ro ­
duced  goods fo r  p re v io u s ly  im p o rte d  goods, w as v iew ed  a s  a p a r t ia l  
so lu tio n  to  ch ro n ic  b a la n c e  of p ay m en t d e fic its  th a t h av e  p lagued  the 
L a tin  A m e ric a n  c o u n tr ie s . Second, im p o rt su b s titu tio n , in  th a t i t  
w o rk ed  by  a r t i f ic ia l ly  c re a tin g  a  supply  vacuum  in a  m a rk e t  fo r  m an u ­
fa c tu re d  goods th a t w as a lre a d y  e a s i ly  m e a su re d , w e ll developed, and 
c la m o rin g  fo r  goods, r e s u l te d  in  a dynam ic grow th  of d o m estic  
in d u s try .
In  m o re  re c e n t  y e a r s ,  h o w ev er, im p o rt su b s titu tio n  a s  a  m ean s 
of p ro m o tin g  in d u s tr ia l  g row th  h a s  d ec lin ed  in  p o p u la r ity . In  coun­
t r i e s  such  a s  A rg en tin a , C hile , and  U ruguay, in d u s tr ia l  im p o r t  coef-
f ic la n ts  (Im p o rts  of In d u s tH a l goods j Ww, as
(T o ta l supply  of in d u s tr ia l  goods)
a  r e s u l t  of p a s t  im p o rt su b s titu tio n , th a t m a rg in s  fo r  fu tu re  im p o rt 
su b s titu tio n  a r e  n e a r ly  d ep le ted . In c o u n tr ie s  such  a s  B ra z il ,  M exico,
130
P e ru , and  V en ezu e la  s ig n ifican t m a rg in s  fo r  fu r th e r  im p o rt su b s ti tu ­
tio n  s t i l l  e x is t, b u t th e se  m a rg in s  a r e  la rg e ly  fo r  so p h is tic a te d  m an u ­
fa c tu re d  goods, w hose d o m estic  p ro d u c tio n  w ould e n ta il h igh  so c ia l 
and p r iv a te  c o s ts .  M o reo v e r, L a tin  A m e ric a n  developrhent p la n n e rs  
a r e  in c re a s in g ly  becom ing  aw are  of the high c o s ts  g e n e ra te d  by  th e ir  
p a s t  p ro m o tio n  of in d u s try  behind  p ro te c tiv e  ta r if f  w a lls , and th e se  
c o s ts  a r e  not m e a s u re d  only in  te rm s  of im m ed ia te  so c ia l c o s ts .
T h e re  is  a lso  the r e a liz a tio n  th a t con tinued  u se  of IS m ak es  the p o s ­
s ib le  u se  of a l te rn a tiv e  in s tru m e n ts  of in d u s tr ia liz a tio n , such  a s  the 
ex p o rt of m a n u fac tu re d  goods, m o re  d ifficu lt.
Im p o r t su b s titu tio n  in d u s tr ia liz a tio n  in  M exico g e n e ra lly  evolved  
th ro u g h  the  v a r io u s  s ta g e s  of the IS p ro c e s s  d e sc rib e d  in  C h ap te r I. 
D uring  the la te  1930's  and during  the p e r io d  of W orld  W ar II, IS w as 
a im ed  a t  the im p o rt of n o n -d u rab le  co n su m er goods. T h is  w as a 
p e r io d  of spontaneous im p o rt su b s titu tio n  w ith  im p o rt r e s t r a in t s  being  
cau sed  by  w a rtim e  sh o rta g e s  r a th e r  than  governm en t p ro te c tio n a lism . 
A fte r  1945 , how ever, continued grow th in  th e se  in d u s tr ie s  w as fo s te re d  
by  in c re a s in g ly  h igh  p ro te c tio n a lis t  b a r r i e r s .  M any co n su m e r d u r ­
ab le  goods w e re  p u t un d er p ro te c tio n  by  1948, and by 1954 in te rm e d i­
a te  p ro d u c ts  such  a s  lig h t c h e m ica ls , lig h t b a s ic  m e ta ls , and g la s s  
w e re  pu t under p ro te c tio n . B eginning in  1958 IS p a s se d  into a  new 
p h a s e - - th e  p ro m o tio n  of b a s ic  in d u s try  (ch em ica ls , p e tro le u m , s te e l)  
and  high  technology  in d u s try  (m eta l tra n s fo rm a tio n , e le c tro n ic s .
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m ach in e ry , and  co n s tru c tio n  equipm ent).
M ex ico 's  p a t te rn  of in d u s tr ia l  g row th  h as  e s se n tia lly  r e f le c te d  
the p a s sa g e  th ro u g h  th e se  v a r io u s  s ta g e s  of im p o rt su b stitu tio n . 
In d u s tr ia l  g row th  du ring  the la te  1940 's and the 1950 's w as la rg e ly  
p ro m o ted  by the ra p id  grow th  of co n su m e r d u rab le  and  n o n -d u rab le  
goods in d u s tr ie s ,  w h e re a s  in d u s tr ia l  grow th  d u ring  the p a s t  decade 
h a s  b een  m o s t m a rk e d  in  tbe b a s ic  in d u s tr ie s  and high  technology 
in d u s tr ie s .
The e x is te n c e  of s tag es  in  the IS p ro c e s s  is  a  com m only  ob ­
s e rv e d  phenom ena in  le ss -d e v e lo p e d  c o u n tr ie s , in  th a t IS is  a  h igh ly  
seq u en tia l p ro c e s s .  The su b s titu tio n  of d o m e s tic a lly  p ro d u ced  non­
d u ra b le  co n su m e r goods fo r  im p o rte d  n o n -d u rab le  co n su m e r goods is  
u su a lly  the f i r s t  s tag e  of the sequence b ecau se  of the low technology 
and c a p ita l r e q u ire m e n ts  of in s titu tin g  such  in d u s tr ie s , and the high 
le v e ls  of im p o r ts  of su ch  goods a t  th a t s tag e  of the c o u n try 's  d ev e lo p ­
m en t. The grow th  of d o m estic  n o n -d u rab le  co n su m e r goods in d u s ­
t r i e s  c re a te s ,  how ever, a  new im p o rt d e m a n d --th e  dem and fo r  c a p ita l 
and in te rm e d ia te  p ro d u c ts  e s se n tia l  to  the g row th  of th e se  new non­
d u rab le  co n su m e r goods in d u s tr ie s . W ith the  in s titu tio n  of the second  
p h ase  of the IS seq u en ce , the su b s titu tio n  of d o m estic  p ro d u c tio n  of
41 A b r ie f  h is to ry  of the IS p ro c e s s  in  M exico, fro m  w hich 
th is  d isc u s s io n  w as d e riv ed , is  con ta ined  in; M exico, S e c re ta r io  de 
H acienda y C re d ito  P u b lico , In v estig ac io n  F is c a l  (M exico, D. F . : 
T a lle re s  G ra fic o s  de la  N acidn, A ugust, 19^7), pp. 98-105.
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d u rab le  co n su m er goods fo r  im p o rts  of such  goods, im p o r t  dem and  
fo r  c a p ita l goods and  in te rm e d ia te  p ro d u c t re a c h e s  su ch  a  high le v e l 
th a t d o m estic  p ro d u c e rs  a r e  now a t tra c te d  to the IS p ro d u c tio n  of such  
goods. T hrough  b a c k w a rd  lin k ag es , the p ro d u c tio n  of c a p ita l goods 
c r e a te s  an  ad d itio n a l dem and  fo r im p o rts  of in te rm e d ia te  p ro d u c ts .
In  re sp o n se  to  th is  im p o rt dem and, IS p ro d u c tio n  of in te rm e d ia te  
p ro d u c ts  is  p ro m o ted , c re a tin g  a n  ad d itio n a l dem and  fo r  im p o rts  of 
c a p ita l goods. C ap ita l and  in te rm e d ia te  p ro d u c ts  m ay , th e re fo re ,  
be thought of a s  d isg u ise d  im p o r ts .  W hen th o se  p ro d u c ts  to  w hich 
they  a r e  inputs a r e  su b jec te d  to IS, th e ir  im p o rt dem an d  is  no lo n g er 
d isg u ised .
An exam ple  of th is  seq u e n tia l IS p ro c e s s  is  found in  M ex ic o 's  
au tom otive  in d u s try . In 19^0 th e re  w e re  a p p ro x im a te ly  sev en ty  lin e s  
of au to m o b iles  being  p ro d u ced  in  M exico u n d er p ro te c tiv e  im p o rt 
b a r r i e r s .  But, only  15 p e r  cen t of the p a r ts  u se d  in  the p ro d u c tio n  
of th e se  au tos w e re  d o m e s tic a lly  p roduced . In  re sp o n s e  to the au to ­
m otive  in d u s try 's  h igh  im p o rt dem and fo r c a p ita l and  in te rm e d ia te  
p ro d u c ts , the g o v ern m en t d e c re e d  in  1962 th a t au to m o tiv e  p la n ts ' 
inpu ts h ad  to be a t  le a s t  60 p e r  cen t M exican  p ro d u ced . A nother d e c re e  
in  1964 p ro h ib ited  the im p o rt of co m p le te  au to  m o to rs . As a  r e s u l t  
of th e se  p ro te c tiv e  m e a s u re s ,  in v e s tm e n t in  M ex ican  auto  p a r ts  
f a c to r ie s  in c re a s e d  by 125 p e r  cen t during  the p e r io d  1962-1964. By 
1969 6 3 . 9 p e r  c en t of the  p a r ts  u se d  in  the au tom otive  in d u s try  w e re
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d o m e s tic a lly  p ro d u ced .
T h is  s eq u e n tia l p ro c e s s  can  be m o re  c le a r ly  see n  by ex am in ­
ing the co m p o sitio n  of M ex ic o 's  im p o r ts  fo r  the p e r io d  1940-1967. 
Im p o r ts  of c o n su m e r goods a s  aperœ itag ,è of to ta l  im p o rts ,  a s  s e e n  
in  T ab le  22, d ec lin ed  f ro m  23. 9 p e r  cen t in  1940 to 11.1 p e r  cen t in  
1967 , th a t d ec lin e  being  f a i r ly  s tead y . C hanges in  the s h a re s  of 
c a p ita l goods and in te rm e d ia te  p ro d u c ts , h o w ev er, show a m o re  
c o m p lic a ted  b e h a v io ra l p a tte rn .
The EC LA in  a  s tudy  of th e  im p o r t  su b s titu tio n  p ro c e s s  in  
L a tin  A m e r ic a  h as c o n s tru c te d  a  m o d el, b a s e d  on the b eh av io r of 
L a tin  A m e r ic a  im p o rts , w hich  co m es  c lo se  to  exp lain ing  the b e h av io r  
of im p o r ts  of c a p ita l goods and  in te rm e d ia te  p ro d u c ts  in  M exico. In 
th e ir  stu d y  th ey  found th a t in  the in it ia l  s ta g e  of IS, c a p ita l im p o rts  
in c re a s e d  ra p id ly  to f a c il i ta te  the ex p an sio n  of co n su m e r n o n -d u ra b le  
and  d u ra b le  goods in d u s tr ie s .  D uring  the seco n d  s ta g e  of the  IS p ro c ­
e s s ,  the d ev e lo p m en t of s im p le  m e ta l t ra n s fo rm in g  c a p ita l goods in ­
d u s tr ie s  ta k e s  p lace , r e su lt in g  in  a  d ec lin e  in  c a p ita ls  s h a re  of to ta l 
im p o r ts  an d  an in c re a s e  in  in te rm e d ia te  p ro d u c ts  s h a re  of to ta l im ­
p o r ts .  A th ird  s tag e  invo lves the ra p id  d ev e lo p m en t of in te rm e d ia te  
p ro d u c t in d u s tr ie s ,  such  a s  the  c h e m ic a l in d u s try . T h is  th ird  s tag e  
in c r e a s e s  the re q u ire m e n ts  fo r  c a p ita l goods, re su lt in g  in  an  in c re a s e
"The A utom obile  M a rk e t, " R eview  of the E conom ic  S itu a - 
tio n  of M exico , X LV I, No. 533 (A pril, 1970), p. 94.
TA B LE 22
TH E COM POSITION OF M EX ICO 'S IM PO RTS BY GROUPS OF PRODUCTS
1940-1967
(G roup Im p o r ts  a s  a  P e rc e n ta g e  of T o ta l Im p o rts )
T ype of 
Im p o r t 1940 1945
P e r
1950
cen tag e  of T o ta l Im p o r ts
1955 i 960  1963 1964 1965 1966 1967
T o ta l Im p o r ts 100 100 100 100 100 100 100 100 100 100
C o n su m er G oods 23. 9 2 1 .7 15. 8 1 5 .4 12. 1 12 . 9 12 . 6 12 . 1 1 2 .4 11 . 1
N o n -d u rab le 13. 8 11. 4 8 . 3 7 .0 6 . 6 7. 2 6 . 5 5. 7 5. 5 —  —
D u rab le 10 . 1 10. 3 7. 5 8 .4 5. 5 5. 7 6 . 1 6 .4 6 . 9 —  —
Raw M a te r ia ls  
and  In te rm e d ia te  
P ro d u c ts 44. 6 41. 0 43. 5 45. 1 48. 5 54. 9 45. 9 45. 8 45. 1 4 2 .3
C ap ita l G oods 30. 6 36 . 8 40. 0 3 9 . 3 3 9 . 1 32. 1 39. 6 3 9 . 8 40. 4 44. 3
O th e rs 0. 8 1. 5 0. 7 0. 3 0 .3 0. 1 1 .9 2. 3 2. 1 2 .3
( j j
S o u rc e s : C a lc u la te d  fro m : W illiam  F r e i th a le r ,  M ex ic o 's  F o re ig n  T ra d e  an d  E co n o m ic
D ev elo p m en t (New Y ork: F r e d e r ic k  A. P r a e g e r ,  I 968 ), p . 55; U nited  
N atio n s, E co n o m ic  C o m m iss io n  fo r  L a tin  A m e ric a , E co n o m ic  S u rv ey  of 
L a tin  A m e ric a , 1967 (E /C N . 1 2 /8 0 8 /R e v . 1), 1969, p. 172.
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in  c a p ita ls ' s h a re  of to ta l im p o rts  and a  d e c re a s e  in  in te rm e d ia te  
p ro d u c ts ' s h a re  of to ta l im p o rts .
R e fe rr in g  to T ab le  22, the  f i r s t  stage fo r  M exico w ould 
ap p ea r to c o r re s p o n d  to the p e r io d  1940-1950. The second  s tag e  c o r ­
re sp o n d s  to  the p e r io d  1955-19^3 and  the th ird  s tag e  c o rre sp o n d s  to 
the p e r io d  1963-1967.
It w ould a p p e a r , f ro m  the  above d isc u ss io n , th a t IS in d u s­
t r ia l iz a t io n  in  M exico h as  b een  a h igh ly  seq u en tia l p ro c e s s  w ith  " i m ­
p o r t sw allow ing" s ta r t in g  w ith  f in a l dem and lin k ag es  fo r co n su m er 
goods and w ork ing  b ack w ard s  th rough  the v a r io u s  cap ita l goods and 
in te rm e d ia te  goods in d u s tr ie s  supplying th e se  co n su m er goods in d u s­
t r i e s .  T h is  h a s  a lso  m ean t a  v e r t ic le  g en e ra tio n  of high co s ts  
r e f le c te d  by  the  h igh  p r ic e s  of the f in a l p ro d u c t of th is  p ro c e s s .
M ex ic o 's  p a s sa g e  th rough  each  p h ase  of th is  seq u en tia l IS 
p ro c e s s  obv iously  re d u c e s  the p o ten tia l fo r  fu tu re  ag g reg a te  IS, even 
though ind iv idual new  IS a r e a s  a r e  s u c c e ss iv e ly  being  c re a te d  th rough  
the seq u en tia l p ro c e s s .  I t  should  a lso  be po in ted  ou t th a t the new IS 
a r e a s  c re a te d  by  the  seq u en tia l p ro c e s s  u su a lly  involve a  h ig h e r d e ­
g re e  of so p h is tic a tio n  and  com plex ity  of p ro d u c tio n  techn iques than  
the IS a r e a s  expended . The IS p ro c e s s ,  th e re fo re , tends to slow 
down a s  su c c e s s iv e  s ta g e s  of the p ro c e s s  a r e  re ac h e d . A lso, each
U. N . , The P r o c e s s  of In d u s tr ia l  D evelopm ent in  L a tin
A m e ric a , pp. 28 -33 .
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su c c e ss iv e  s tag e  of the  IS p ro c e s s  ten d s  to be  m o re  c o s tly  than  the 
p rev io u s  s tag e .
The two f a c to r s  p h y s ic a lly  lim itin g  the d eg ree  to  w hich 
ag g re g a te  IS can  be u se d  in  the fu tu re  a r e  the s iz e  of the im p o rt 
co e ffic ien t and  the ty p es  of in d u s tr ie s  fo r  w hich s a tis fa c to ry  im p o rt 
co e ffic ien ts  ex is t.
Im p o rt su b s titu tio n  in  the  p a s t  fo r L a tin  A m e ric a  w as a 
m a jo r  c o n tr ib u to r  to  the in d u s tr ia l  g row th  of the reg ion . T he p a s t 
in ten siv e  u se  of im p o r t  su b stitu tio n , how ever, h a s  r e s u l te d  in  l i t t le  
p o ten tia l fo r  fu tu re  IS in d u s tr ia liz a tio n .
Im p o rts  a s  a  p e rc e n ta l  of GDP fo r  the  L a tin  A m e ric a n  re p u b ­
lic s  a re  am ong the lo w e s t in  the  w o rld . W h ereas  to ta l im p o rts  w ere  
20 to  25 p e r  cen t of the  to ta l d o m estic  p ro d u c t of the re g io n  in  1929, 
by  1963 th e  ra t io  of re g io n a l im p o rts  to GDP w as b a re ly  ten  p e r  
cen t. F o r  M exico, the  ra t io  of im p o rts  to G D P d ec lin ed  fro m  13. 1 
p e r  cen t in  1955 to  7. 1 p e r  cen t in  I 968 . W ith only a  m a rg in  of 7. 1 
p e r  cen t of the  d o m e stic  m a rk e t, IS in  M exico can  h a rd ly  be expected  
to  b e  a  dynam ic fo rc e  of in d u s tr ia l iz a tio n  in  the  fu tu re .
M ex ic o 's  in d u s tr ia l  im p o rt co e ffic ien t has  no t d ro p p ed  as 
low as  e ith e r  A rg e n tin a 's  o r  B r a z i l 's  in d u s tr ia l  im p o rt co e ffic ien ts .
44^ I b id . , p. 21.
'^^G aculated  fro m : In te rn a tio n a l M o n eta ry  Fund, In te rn a tio n a l 
F in a n c ia l S ta t i s t ic s , XI, No. 10 (O ctober, 19.58), p. 178; In te rn a ­
tio n a l M o n e ta ry  F und. In te rn a tio n a l F in a n c ia l S ta tis t ic s ,  XXIII, No. 7 
(Ju ly , 1970), p. 200.
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bu t the to ta l e ffec ts  of im p o rt su b s titu tio n  have s t i l l  b een  r a th e r  m in i­
m a l in  M exico  in  r e c e n t  y e a r s .  The EC LA e s tim a te s  of in d u s tr ia l  
im p o rt co e ffic ien ts  fo r  the m a jo r  c o u n tr ie s  of L a tin  A m e ric a  in  19^0 
w ere : A rg en tin a , 6. 82 p e r  cent; B ra z il ,  8. 49 p e r  cent; C olom bia,
15. 77 p e r  cen t; C hile , 16.41 p e r  cent; M exico, l6 , 62 p e r  cen t;
U ruguay, 17. 00 p e r  cen t; P e ru , 18. 30 p e r  cen t; and  V enezuela , 45. 09 
p e r  cent.
R e fe r r in g  to T able  23 e s tim a te s  of in d u s tr ia l  im p o rt co e ffi­
c ie n ts  fo r  M exico  w e re  c a lc u a lte d  fo r the y e a rs  1966 and 1968 using  
the EC LA p ro c e d u re  u se d  to d e r iv e  the in d u s tr ia l  im p o rt co e ffic ie n ts  
fo r  i 960 . T he in d u s tr ia l  im p o rt co e ffic ien ts  d e r iv e d  fo r  th e se  two 
y e a r s  w ere  I 6 . 6 p e r  cen t and  15. 3 p e r  c en t re sp e c tiv e ly .
U sing the EC LA p ro c e d u re s  u se d  to e s tim a te  the am ount of 
in d u s tr ia l  g row th  a ttr ib u ta b le  to im p o rt su b s titu tio n  fo r  the p e r io d  
1929 - 1960 ,^ ^  the in c re a s e  in  the to ta l d o m estic  supply  of in d u s tr ia l  
goods a ttr ib u ta b le  d ire c t ly  to IS h a s  b een  e s tim a te d  fo r  the p e rio d
1966- 1968 .
B a se d  on the a ssu m p tio n  th a t the  ra t io  1966 Im p o rts  of
196b G IP -E x p o rîs
= = . .  » - — - ' • • •
tù r ës" 1^  the  incom e e la s t ic i t ie s  of dem and  fo r  im p o rte d  m a n u fa c tu re d
.  y  . . .  '  r  '
’  U. N. , The P ro c e s s  of In d u s tr ia l  D evelopm ent in  L a tin  
A m e ric a , p. 50.
^^Ib id . , p. 21.
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goods and  d o m e s tic a lly  p ro d u ced  goods a r e  equal and th e ir
p r ic e  r a t io s  a r e  co n s ta n t, the follow ing c a lc u la tio n s  w e re  m ade:
1966 Im p o rts  of M an u fac tu re s  (17, 239. 3 m illio n  p e so s  ) _ _
1966 G IP -E x p o rts  of M an u fac tu re s  (86, 083. 8 m illio n  p eso s) ° '
20% X 1968
G IP -E x p o rts  of M an u fac tu re s  (112, 685. 9 m illio n  p e so s)  = p ro je c te d  
1968 Im p o rts  of M an u fac tu re s  (22, 537. 1 m illio n  p eso s); p ro je c te d
1968 Im p o rts  of M an u fac tu re s  (22, 537. 1 m illio n  p eso s) - a c tu a l 19^8
Im p o rts  of M a n u fac tu re s  (20, 367. 9 m illio n  p e so s)  = IS e ffec t (2, I 6 9 . 2 
m illio n  p e so s) . So a ssu m in g  th a t the  in co m e e la s t ic i t ie s  of dem and fo r  
im p o rts  and d o m e s tic a lly  p ro d u ced  goods a r e  equal, and  the p r ic e  
r a t io s  of th e se  goods have not changed  d u rin g  the p e rio d , an  IS e ffec t 
of 2, 1 6 9 .2  m illio n  p e so s  fo r the p e r io d  I 966 - I 968 is  d e riv ed .
The to ta l d o m estic  supply  of m a n u fa c tu re d  goods in M exico 
in c re a s e d  by 30, 2 6 6 . 3 m illio n  p e so s  f ro m  1966 to I 9 68 . T h a t p o rtio n  
of in c re a s e d  supp ly  a ttr ib u ta b le  d ire c t ly  to  IS am o u n ted  to only 
2, 169 . 2 m illio n  p e so s , o r  7. 1 p e r  cen t of the to ta l supply  in c re a s e .
T h e re  a r e  obv iously  m any sh o rtco m in g s  in u sin g  a m e a s u re  of 
IS such  a s  d e r iv e d  above, b u t the m e a s u re  does p ro v id e  a  rough  
e s tim a tio n  of the ro le  of im p o r t  su b s titu tio n  in  M ex ic o 's  in d u s tr ia l i ­
za tion , and  th a t ro le  a p p e a rs  to be r a th e r  w eak  o v e ra ll.
48W ith in  each  in d u s try  g rouping  c o n s id e ra b le  IS m ig h t have 
o c c u r re d  fo r  ind iv idual p ro d u c ts . T h is  w ould  n o t show  up, how ever, 
if an o th e r p ro d u c t in  th is  g roup ing  e x p e rie n c e d  a  la r g e r  im p o rt 
g row th  than  the IS e ffec t.
B.
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TA BLE 23
ESTIM A TES OF MEXICAN IM PORT C O EFFIC IEN TS 
FO R  MANUFACTURING 
(C u rre n t P e so s )
A.
(À _ i i )  + C
Ite m s  1966  1968
V alue of m a n u fa c tu re d  im p o rts
(M illions of p e so s)
M ilk  p ro d u c ts 118. 8 7 9 . 4
F o o d  p a s te s 70. 9 65, 0
Food, d r in k s , tobacco 335. 8 217. 7
M in e ra l p ro d u c ts 345, 4 338. 4
C h em ica l p ro d u c ts 2, 5 8 7 .4 2 ,7 1 8 . 5
P la s t ic s ,  r e s in s ,  ru b b e r 735. 7 510. 0
H ides, le a th e r 1 8 .4 7. 5
L u m b er, co rk , wood 61 . 1 43. 6
P a p e r 6 4 0 .4 676. 0
T e x tile s 198. 2 133. 0
H ats , sh o es 2 9 . 2 8 .4
C em en t, g la s s 197 . 9 222. 5
Je w e lry 14. 9 9. 3
M eta ls 1 ,4 5 0 .5 1, 22 6 . 7
M ach in es, e le c t r ic a l  m a te r ia ls 6, 521. 5 8, 448. 5
T ra n s p o r t  equ ipm en t 3, 091 . 1 4, 581. 6
O p tics, e le c tro n ic s 721. 7 881. 6
M unitions 14. 8 20. 5
O th er m a n u fa c tu re s 85. 6 179.7
T o ta l 17, 239. 3 20, 367. 9
V alue of m a n u fa c tu re d  ex p o rts
(M illions of p eso s) 2, 333. 2 3, 118. 1
G ro ss  in d u s tr ia l  p ro d u c t
(M illions of p eso s) 8 8 ,416 . 0 115, 804. 0
Im p o rt C o effic ien t A 16 . 6 % 15. 3 %
S o u rces: C a lc u la te d  fro m : In te rn a tio n a l M o n e ta ry  F und , In te rn a tio n a l
F in a n c ia l  S ta t i s t ic s , XXIII, No. 6 (June, 1970); M exico, 
S e c r e ta r ia  de In d u s tr ia  y C o m erc io , A n u ario  E s ta d is t ic o  
d e l C o m erc io  E x te r io r  de lo s  E s ta d o s  Unidos M exicanos, 
19^8 (M exico, D. F . : T a lle re s  G râ fic o s  de la  N acion,
1969 ); M exico , S e c r e ta r ia  de In d u s tr ia  y C o m erc io ,
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TA BLE 2 3 - - C ontinued
R e v is ta  de E s ta d is t ic o  (M exico, D .F . :  T a lle re s  G ra fic o s  
de la  N acion, June, 1967); U nited  N ations, D ep a rtm en t 
of E co n o m ic  and S ocia l A ffa irs , Y earbook  of N ational 
A ccoun t S ta t is t ic s ,  1968, I, 1
R e fe r r in g  ag a in  to T ab le  23, i t  is  in te re s tin g  to note th a t the  
s tro n g e s t  IS a p p e a rs  to  have o c c u r re d  in  co n su m er n o n -d u rab le  goods 
fo r the p e r io d  1966-1968 w ith  ab so lu te  d ec lin e s  in  im p o rts  o c c u r r in g  
f ro m  1966-1968  fo r  m ilk  p ro d u c ts , food p a s te s , food, d r in k s , tobacco , 
p la s t ic s ,  h id e s , te x ti le s ,  and h a ts  and sh o es. The decline  in  m e ta l 
im p o rts  w as la rg e ly  due to the fa c t th a t, w h e re a s  n e t im p o rts  con­
s titu te d  3 1 .3  p e r  c e n t of the d o m estic  supp ly  of iro n  and s te e l  in 
1958, n e t im p o r ts  c o n s titu te d  only  6. 2 p e r  cen t of the d o m estic  supply  
of i ro n  and  s te e l  in  1968 .^^  The th re e  a r e a s  w h ere  IS a p p e a rs  to 
have the g r e a te s t  p o ten tia l ap p lica tio n  a r e  ch e m ic a ls , m ach in es  and  
e le c t r ic a l  m a te r ia ls ,  and t r a n s p o r t  equ ipm ent. To som e d eg ree  the 
im p o rt d em an d  fo r  th e se  c a p ita l and in te rm e d ia te  goods m u s t be 
thought of a s  i r re d u c ib le .  A h igh  im p o r t  dem and fo r  such s o p h is ti­
c a ted  goods r e p r e s e n ts  the la s t  s ta g e s  of the IS seq u en tia l p ro c e s s ,  
and the p ro d u c tio n  of m any  of th e se  goods m ay  re q u ire  a  la r g e r  m a r ­
k e t than  th a t a ffo rd ed  by  IS and p o ten tia l grow th  in  the d o m estic
" In d ices  of the Iro n  and  S tee l In d u stry , " Review  of the 
E conom ic S itu a tio n  of M exico , XLVI, No. 530 (Jan u ary , 1970), 
p. 15.
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m a rk e t.
A r a th e r  unique a s p e c t of the im p o rt po licy  of M exico, and
one cau se  fo r  the  la c k  of grow th  in  the IS in  r e c e n t  y e a r s ,  is  found
in  the  f re e  im p o r t  zone. C e r ta in  b o rd e r  a r e a s  in  B a ja  C a lifo rn ia
and S onora have  b een  c la s s if ie d  a s  f r e e  im p o rt zones ou tside  of the
ta r if f  and lic e n s in g  u rrib re lla , and th e re fo re , o u tsid e  of the IS p ro c e s s .
In  1968 im p o rts  in to  th e se  h igh  incom e re g io n s  am ount to a l i t t le  over
th re e  b illio n  p e so s  re p re s e n tin g  a p p ro x im a te ly  tw elve p e r  cen t of
M ex ico 's  to ta l im p o rts . Of th ese  im p o rts  of th re e  b illio n  p eso s ,
50se v e n ty -s ix  p e r  cen t w e re  c la s s if ie d  a s  f re e  im p o rts . T hat th is  
reg io n  r e p re s e n ts  an  e x tre m e ly  r ic h  o p p o rtu n ity  fo r  im p o rt su b s titu ­
tion  is  b o rn  ou t by the fa c t  th a t in 19^2 the im p o rts  of T iju an a  and 
M ex ica li, the  two la r g e s t  c it ie s  of the reg io n , c o n s titu te d  fifty -tw o  
p e r  cen t of the  to ta l goods consum ed  in th e se  two c it ie s .  The govern , 
m en t, unab le  to  fo s te r  IS in  the n o rm a l fash io n , in s titu te d  in  1965 a 
su b s id ized  b o rd e r  s a le s  p ro g ra m  to en co u rag e  s a le s  in  th is  r ic h  r e ­
gion. S ales of M exican  p ro d u c ts  to the reg io n  in  1967 am ounted  to 
1 .7  b illio n  p e s o s . The c o s t  of the  p ro g ra m 's  su b s id iz a tio n  fo r 1967
50M exico, S e c re ta r ia  de In d u s tr ia  y  C o m erc io , A nuario  
E s ta d is tic o  de l C o m erc io  E x te r io r  de lo s  E s ta d o s  Unidos M exicanos, 
1968 (M exico, D. F . :  T a lle r e s  G râ fic o s  de la  N acion, 1969), 
pp. 729-730.
1  . . . .
F r e i th a le r ,  M ex ico 's  F o re ig n  T ra d e  and E conom ic  D evelop , 
m en t, p. 128.
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w as w as e s tim a te d  to  be 32. 6 m illio n  p e so s . C om paring  M exican  
b o rd e r  s a le s  of 1, 727, 000, 000 p e so s  in 1967 to 1968 b o rd e r  im ­
p o rts  of 3, 117, 573, 000 p eso s  in d ica tes  the s iz e  of the IS m a rk e t to 
be gained in th is  reg io n .
F in a l r e m a rk s  on IS in  M exico
The OAS and  the EC LA in  th e ir  ev a lu a tio n s  of im p o rt su b ­
s titu tio n  in  L a tin  A m e ric a  have com e to the co n c lu s io n  th a t the IS 
phase  of in d u s tr ia l iz a tio n  is  o v er in A rg en tin a , C h ile , and U ruguay. 
In B ra z il  and  M exico they  g e n e ra lly  conclude th a t, a lthough IS can  
s t i l l  function  a s  a  too l of in d u s tr ia liz a tio n , i ts  u se  w ill be  e x tre m e ly  
co stly .
W hile the l im its  to  the IS p ro c e s s  in  M exico w e re  no t e s ta b ­
lish e d  in  th is  sec tio n , hopefu lly  a  b e tte r  u n d e rs tan d in g  of the IS 
p ro c e s s  and i ts  p o te n tia l fo r  s tim u la tin g  in d u s tr ia l  grow th  in  M exico 
h as  b een  ach ieved .
I t  h a s  b een  e s ta b lish e d  th a t in d u s tr ia l  im p o rt su b s titu tio n  h a s , 
in  re c e n t y e a r s ,  lo s t  m uch of the d y n am ism  th a t  m a rk e d  its  e a r l i e r  
u se . A ccord ing  to EC LA  ca lcu la tio n s , IS d ire c t ly  p ro m o ted  over 
th ir ty  p e r  cen t of M ex ic o 's  in d u s tr ia l  g row th  f ro m  1929 to 196O.
"C onquest of the B o rd e r  M ark e t, " C o m e rc io  E x te r io r  de 
M exico, XIV, No. 8 (August, 1968), p. 13.
^^OAS, T he A lliance  fo r P r o g re s s  and  L a tin  A m e ric a n  D e­
ve lo p m en t P ro s p e c ts ;  A  F iv e  Y ear R eview , 1961-1965, p. 33; U. N . , 
The jr 'ro cess  ot in d u s tr ia l  D evelopm ent in  L a tin  A m e ric a , p. 34.
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U sing the sam e  EC LA  e s tim a tin g  tech n iq u es , i t  w as  found th a t IS 
p ro m o te d  only  7. 1 p e r  c e n t of to ta l  in d u s tr ia l  g row th  fo r  the p e r io d  
1966 to  1968.
One m ig h t in fe r  f ro m  the  s iz e  of M ex ico 's  r a t io  of im p o r ts  to 
G D P (7. 1 p e r  cen t in  1968) o r f ro m  M ex ico 's  in d u s tr ia l  im p o r t  co ­
e ffic ie n t (15. 3 p e r  cen t in  1968) th a t th e  fu tu re  u se  of im p o rt s u b s t i ­
tu tio n  in  M exico  w ill be r a th e r  lim ited .
T h e re  is  a  co n cen su s  of op in ion  in  M exico th a t the  IS p ro c e s s  
h a s  p a s se d  th e  e a sy  p h a se s  of i ts  seq u en tia l developm ent. F u tu re  IS 
m u s t be  u s e d  only sp a rin g ly  and  in  a c o n tro lla b le  fash io n . The 
follow ing s ta te m e n t by A ntonio A rm en d az , D ire c to r  G e n e ra l of 
M e x ic o 's  B anco N acional de C o m e rc io  E x te r io r ,  is  r e p re s e n ta t iv e  
of the  M ex ican  d ev e lo p m en t p la n n e rs  a ttitu d e s  to w ard  IS use  in  the 
1970 's:
I t  is  un th inkab le  th a t the e x p e r ie n c e s  of the f if tie s  
and s ix t ie s ,  w hen the  in d u s tr ia l iz a tio n  p ro c e s s  w as 
b a s e d  on in d is c r im in a te  p ro te c tio n ism , should  be 
r e p e a te d  in  the  se v e n tie s  w ith  r e g a rd  to in te rm e d ia te  
and  c a p ita l  goods p ro d u c tio n . P ro te c tio n  in  th ese  
c a s e s  can  no lo n g er be in d is c r im in a te  and  p e rm a n e n t, 
b u t m u s t  be  c a re fu lly  p ro g ra m m e d  and sch ed u led  to 
d im in ish  p ro g re s s iv e ly . 54
The seco n d  fu n c tio n  of IS, the b a lan ce  of pay m en t a s p e c t, h a s  
b een  even  le s s  a d m ira b ly  p e r fo rm e d  than  the in d u s tr ia l  p ro m o tio n
54
" P e rs p e c t iv e s  fo r  the D ecade of the S ev en tie s , " C o m e rc io
E x te r io r  de M exico , XVI, No. 4 (A pril, 1969), p. 14.
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fünction  in  r e c e n t  y e a r s .  M e x ic o 's  im p o rt grow th  h a s , s in c e  1963, 
re g u la r ly  o u ts tr ip p e d  the  grow th  of M ex ico 's  c a p a c ity  to im p o rt.
The u se  of IS to re d u c e  im p o rt need s  h as , b e c a u se  of the seq u en tia l 
p ro c e s s ,  m e re ly  tra n s fo rm e d  th o se  need s  r a th e r  th a n  red u c in g  them  
in m any  c a s e s .  The fa i lu re  of IS to su ffic ien tly  c o n tro l the g row th  of 
im p o rt d em and  h as  r e s u l te d  in  grow ing b a lan ce  of p ay m en ts  p r e s s u r e s ,  
the n a tu re  of w hich  w ill be  d isc u s s e d  in  the nex t c h a p te r .
C onclusions
The p e rfo rm a n c e  of M ex ic o 's  in d u s tr ia l  s e c to r  in  te rm s  of 
ab so rb in g  a  f a s t  grow ing u rb an  la b o r  supply  and s tim u la tin g  the 
grow th  of G D P w as e s ta b lis h e d  in  C h ap te r II. In  g e n e ra l it  w as 
concluded th a t M ex ic o 's  in d u s tr ia l  grow th  h as  been  s a tis fa c to ry  in  
te rm s  of bo th  of th e se  c r i t e r i a  s in ce  1963.
M e x ic o 's  dev elo p m en t p la n n e rs , how ever, should  no t b a se  
th e ir  p re fe re n c e  fo r  fu tu re  " in w ard "  in d u s tr ia l iz a tio n  so le ly  on the 
a c c o m p lish m e n ts  of " in w ard "  in d u s tr ia l iz a tio n  d u rin g  the p a s t  decade. 
T hese  a c c o m p lish m en ts  w e re  ach iev ed  a t  a  high so c ia l co s t.
In d u stry , o p e ra tin g  in  a  p ro te c te d  m a rk e t, g e n e ra te d  high 
p ro d u c tio n  c o s ts  and  h igh  p r ic e s  in  s e v e ra l  w ays. F i r s t ,  th e re  is  the 
tendency  fo r in d u s try  to adopt w e s te rn  c a p ita l in te n s iv e  tech n iq u es  
w ithout r e g a rd  to n a tio n a l fa c to r  p ro p o rtio n s . T h e re  is  a lso  the te n ­
dency fo r  in d u s try  to  u n d e ru tiliz e  i ts  c a p ita l fo r  the  v a r io u s  re a so n s  
d isc u sse d . O p era tin g  w ith in  a  p ro te c te d  m a rk e t, p ro f i t  m a rg in s  fo r
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in d u s try  g e n e ra lly  a r e  .high. F in a lly , b e ca u se  of l im ita tio n s  in  the 
e ffec tiv e  dem an d  fo r  m an u fac tu red  goods of the  p ro te c te d  m a rk e t, 
econom ies of s c a le  a r e  beyond the re a c h  of som e k ey  in d u s tr ie s .
E ven  if the developm en t p lan n er finds th a t th e se  c o s ts  a re  
a ccep tab le  in  v iew  of the b e n e fits  a s so c ia te d  w ith  p a s t  " in w ard "  
in d u s tr ia liz a tio n , he should  be aw a re  of the b o ttlen ec k s  to fu tu re  
" in w ard " in d u s tr ia liz a tio n .
The p re se n c e  of a h igh  d eg ree  of re g io n a l d u a lism  and a high 
d e g ree  of in co m e in eq u a lity  in  M exico c e r ta in ly  m ak es  the foundation  
of the M exican  d o m e s tic  m a rk e t  r a th e r  tenuous. Im p o r t su b stitu tio n , 
the m o s t dynam ic e le m e n t of " in w ard "  in d u s tr ia l iz a tio n  in  the p a s t, 
w ill no t lik e ly  p e r fo rm  th a t ro le  in the fu tu re . Im p o r t m a rg in s  fo r  
co n su m er goods a r e  n e a r ly  exhausted , and the o v e ra ll  in d u s tr ia l  
■ im p o rtc o e ff ic ie n t h as  d ro p p ed  to a lev e l so low as to m ak e fu tu re  
im p o r t  su b s titu tio n  m o s t d ifficu lt.
To w hat d e g ree  th e se  b o ttlen eck s  to the fu tu re  u se  of " in w ard "  
in d u s tr ia l iz a tio n  w ill a ffec t M ex ico 's  p re fe re n c e  fo r  " in w ard "  in ­
d u s tr ia l iz a tio n  in  the fu tu re  is  d ifficu lt to say . T h e ir  p re se n c e  and 
the p re se n c e  of the h ig h  c o s ts  of " inw ard" in d u s tr ia l iz a tio n  should, 
how ever, be  of m a jo r  c o n c e rn  to  the developm en t p la n n e r .
CH A PTER IV
TH E CONTRIBUTION OF THE EX TERN A L 
SECTO R TO M EXICO'S D EVELOPM ENT 
AND INDUSTRIALIZATION
The p o s se s s io n  of a v iab le  e x p o rt s e c to r  is  c r i t ic a l ly  im p o r i
ta n t to a  developing  n a tio n  such  a s  M exico . The ex p o rt s e c to r  is  a
so u rce  of e s s e n tia l  fo re ig n  exchange e a rn in g s  need ed  to p u rc h a se
p ro d u c e rs ' goods fo r  n a tio n a l in d u s tr ia l iz a tio n  e ffo rts  and  the  ex p o rt
s e c to r  a llow s a  n a tio n 's  in d u s tr ie s  a c c e s s  to la rg e  e x te rn a l m a rk e ts ,
w hich is  e sp e c ia lly  im p o rta n t w hen d o m estic  m a rk e ts  a r e  s m a ll and
p o o rly  o rg an ized . It is  the a u th o r 's  con ten tion  th a t M e x ic o 's  ex p o rt
se c to r  h as  not p e rfo rm e d  ad eq u ate ly  in  te rm s  of p rov id ing  M exico
w ith  a  s a tis fa c to ry  ca p a c ity  to  im p o r t  and in te rm s  of p rov id ing  a
s a tis fa c to ry  s tim u lu s  to M ex ico 's  developm en t and in d u s tr ia liz a tio n .
It is  su g g es ted  th a t the  so lu tion  to  M ex ic o 's  ex p o rt s e c to r  d iff icu ltie s
l ie s  in  an  ac tiv e  p e rsu a n c e  of "ou tw ard" in d u s tr ia liz a tio n . The
o ffic ia l p o licy  of the  M exican g o v ern m en t w ith  r e s p e c t  to the ex p o rt
se c to r  h a s , in  the p a s t  few y e a r s ,  in c re a s in g ly  re f le c te d  the above
conten tion  and  su g g ested  so lu tion . A ntonio A rm e n d a riz , D ire c to r
G e n e ra l of the N ational F o re ig n  T ra d e  B ank  of M exico, o b se rv e d  in
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1969 th a t,
T h e re  seem  to be few doubts th a t the m a in  m ed iu m - 
ra n g e  o b jec tiv e  of M ex ico 's  t ra d e  po licy  re la t iv e  
to  e x p o rts  should  be th a t of e n su rin g  a s tea d y  in ­
c r e a s e  in  ex p o rt incom e w hile  red u c in g  e x p o r t 's  
s tr u c tu r a l  dependency on p r im a ry  p ro d u c ts  by so 
augm enting  the p a r tic ip a tio n  of m an u fa c tu red  goods 
th a t th ey  in  tim e  sh a ll becom e the m a jo r  com ponent 
in  to ta l e x p o rts . The sev en tie s  r e p re s e n t  an  o p p o r­
tu n ity  to ap p ro ach  th is  o b jec tiv e . ^
Im p o rt N eeds, "O utw ard" In d u s tr ia liz a tio n ,
And E x p o rt P e rfo rm a n c e
A s s ta te d  b e fo re , the ex p o rt s e c to r  of a  c o u n try  such  a s  
M exico h a s  two im p o rta n t functions to p e rfo rm . F i r s t ,  the " in w ard "  
in d u s tr ia l iz a tio n  of M exico h as c re a te d  c e r ta in  ir re d u c ib le  (at le a s t  
ih # ie m e a r  fu tu re ) im p o rt needs th a t m u s t be s a tis f ie d  if in d u s tr ia l  
'%^T@o8yth is  to be m ain ta in ed . A cqu iring  such  im p o rts  r e q u ire s  adequate  
inflow s of fo re ig n  exchange. F o re ig n  exchange can  b e  a c q u ire d  
• ...lathTOugh the ex p o rt of goods and s e rv ic e s ,  to u r is m , fo re ig n  in v e s t­
m en t e a rn in g s , u n ila te ra l  t r a n s f e r s ,  d ire c t  fo re ig n  in v estm en t, lo n g ­
te rm  lo a n s , s h o r t - te rm  ca p ita l in flow s, and  f ro m  draw ings on in te r ­
n a tio n a l r e s e r v e s .  P o o r  p e rfo rm a n c e  in any  of th e se  so u rc e s  of 
fo re ig n  exchange, ex p o rts  of goods and s e rv ic e s  being  the la r g e s t  
so u rc e , can  r e s u l t  in a  b a lan ce  of p ay m en ts  d ise q u ilib r iu m  and ev en ­
tu a l s h o r ta g e s  of c r i t ic a l  p ro d u c e r  goods im p o rts . In  th a t su ch
1A ntonio A rm e n d a riz , "A LA FTA  P ilo t  S e c to r , " C o m erc io
E x te r io r  de M exico, XVI, No. 4 (A pril, 196 9), p. 14. ^
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im p o rts  a r e  e s s e n t ia l  to in d u s tr ia l  g row th , im p o r t  sh o rta g e s  m ay  
r e s u l t  in  a  d e c e le ra tio n  of in d u s tr ia l  g row th .
Second, the  e x p o rt s e c to r  is  M ex ic o 's  window ou tw ard , the  
a c c e s s  to a f a r  l a r g e r  and  w e a lth ie r  m a rk e t  fo r  a g r ic u l tu ra l  and in ­
d u s tr ia l  p ro d u c ts  th an  a ffo rd ed  by the  d o m e stic  m a rk e t. T hrough 
p a r tic ip a tio n  in  the  ex p o rt s e c to r ,  m a n u fa c tu re r s  a r e  exposed  to 
the co m p etitio n , p ro d u c tio n  techniques, and tech n o lo g ica l innovations 
of the in d u s tr ie s  of m o re  advanced  c o u n tr ie s ;  tech n iq u es  and innova­
tio n s  w hich  the f i r m  m igh t no t adop t if i ts  so le  m a rk e t  w as the 
p ro te c te d  d o m estic  m a rk e t.  T hrough  p a r t ic ip a tio n  in  the ex p o rt s e c ­
to r  the m a n u fa c tu re r  m ig h t a lso  ach iev e  eco n o m ies  of s ca le  and e x ­
te rn a l  eco n o m ies  p re v io u s ly  u n a tta in ab le  w ith in  the l im ite d  d o m estic  
m a rk e t.  In o th e r  w o rd s , the ex p o rt s e c to r  can  be  a dynam ic tool of 
in d u s tr ia l iz a t io n - -" o u tw a rd "  in d u s tr ia liz a tio n . In  view  of the  b o tt le ­
necks co n fro n tin g  fu r th e r  " in w ard "  in d u s tr ia l iz a tio n  in  M exico, it  
would se e m  th a t a  p o licy  of "o u tw ard " in d u s tr ia l iz a tio n  should  be 
a c tiv e ly  p u rsu e d  by  M exico . "O utw ard" in d u s tr ia l iz a tio n  can, how ­
e v e r , be p u rsu e d  in  two d iffe ren t w ays, th ro u g h  the p ro m o tio n  of 
m a n u fa c tu re d  e x p o rts  to w o rld  m a rk e ts  in  g e n e ra l, o r  th rough  p a r t ic i ­
p a tion  in  an  in te g ra tio n  sch em e such  a s  LA FTA . The type of in d u s ­
t r i a l  e x p o rts  g e n e ra te d  th ro u g h  the u se  of e ac h  of th e se  to o ls  ten d s  to 
be d iffe ren t, a s  a r e  the r e s t r a in t s  to  the  u se  of th e se  to o ls . In p u r s u ­
ing "o u tw ard "  in d u s tr ia l iz a tio n  som e thought m u s t, th e re fo re , be g iven
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to the  type of in d u s try  d e s ir e d  a s  a  d e te rm in a n t of the  d e g re e  to w hich 
th e se  two to o ls  a r e  to be  em ployed.
The n eed  fo r  "o u tw ard "  in d u s tr ia liz a tio n , a s  i t  w ill b e  d is c u s ­
se d  is  p a r t ia l ly  a  fu n c tio n  of the  p e rfo rm a n c e  of " in w ard "  in d u s tr ia l­
iza tio n . The need  fo r  "o u tw ard "  in d u s tr ia liz a tio n  is  a lso  a  function  
of th e  ab ility  of the  t ra d it io n a l  e x p o r t s e c to r  to g e n e ra te  su ffic ien t 
e x p o rt e a rn in g s  to s a tis fy  c r i t ic a l  im p o rt n eed s . A s s ta te d  b e fo re , 
a  c a se  can  be m ade fo r  M ex ico 's  p u rsu an ce  of "o u tw ard "  in d u s tr ia l iz a ­
tio n  on the b a s is  of th e  p ro sp e c tiv e  fu tu re  p e rfo rm a n c e  of " in w ard "  
in d u s tr ia liz a tio n . A m o re  co n c lu siv e  c a se  fo r  the p u rsu a n c e  of "ou t­
w a rd "  in d u s tr ia l iz a tio n  can , h o w ev er, be m ade on the  b a s is  of the 
e x p o rt s e c to r s ' in a b ility  to g e n e ra te  fo re ig n  exchange su ff ic ien t to 
s a tis fy  M ex ic o 's  im p o r t  n eed s . F o r  L a tin  A m e ric a  a s  a  w hole, the 
a c tiv e  p u rsu a n c e  of "o u tw ard "  in d u s tr ia l iz a tio n  can  be  s tro n g ly  
ju s tif ie d  on the b a s is  of bo th  of th e se  n eeds.
Im p o r t n eed s  and e x p o r t p e rfo rm a n c e
The seq u e n tia l IS p ro c e s s ,  a s  d isc u s s e d  in  C h ap te r III, has  
tra n s fo rm e d  M ex ic o 's  im p o rt bundle fro m  one con ta in ing  a h igh  p e r ­
cen tag e  of c o n su m e r goods and  e a s ily  su b s titu te d  c a p ita l goods to an 
im p o r t  bundle p re d o m in a n tly  c o n s is tin g  of w hat J o rg e  S akam oto  r e f e r s
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2to  a s  c r i t i c a l  im p o r ts .  C r i t ic a l  im p o rts  c o n s is t  of h ighly  com plex  
c a p ita l goods and  h igh ly  com plex  o r  exogenous in te rm e d ia te  goods 
and raw  m a te r ia ls  fo r  w hich d o m estic  su b s titu tio n  is  exceed ing ly  
d ifficu lt, im p ra c tic a l,  o r  im p o ss ib le . T he im p o rt of th ese  goods is  
n e c e s s i ta te d  by  and  is  e s s e n tia l  to  the g row th  of " in w ard " in d u s tr ia l ­
iza tio n .
W ith th e se  c r i t ic a l  im p o rts , r e f e r r e d  to by B e la  B a la s sa  as 
i r re d u c ib le  im p o r t  n e e d s , re p re s e n tin g  an  ev e r  la r g e r  sh a re  of the 
im p o rt bundle , the in d isc r im in a te : u se  of IS p ro te c tio n  b eco m es a 
som ew hat r is k y  m ean s  of p ro m o tin g  in d u s tr ia liz a tio n . If d o m estic  
p ro d u c tio n  is  n o t im m e d ia te ly  in s titu te d  fo r  a  c r i t ic a l  im p o rt su b ­
je c te d  to  IS p ro te c tio n , d o m estic  in d u s tr ie s  to  w hich  th is  c r i t ic a l  
im p o r t  is  an  inpu t w ould be u n d e s ira b ly  a ffec ted . T his r is k  fa c to r  
does n o t p re c lu d e  fu tu re  IS in  M exico fo r  c r i t ic a l  im p o rts , the fu tu re  
u se  of IS m u s t s im p ly  be  m o re  ju d ic io u s .
W ith th e  g row th  in  the dem and  fo r  c r i t ic a l  im p o rts  c lo se ly  tie d  
to the g row th  of M ex ic o 's  in d u s tr ia l  ou tpu t and w ith  the IS e ffec ts  of 
red u c in g  im p o rt dem and d im in ish in g , one w ould lo g ica lly  ex p ec t th a t 
M ex ic o 's  p ro p e n s ity  to  im p o rt such  c r i t i c a l  goods should be in c re a s in g .
B e la  B a la s s a  in  T ra d e  P ro s p e c ts  fo r  D eveloping C o u n trie s  
o b se rv e d  th a t w hile  L a tin  A m e ric a  had  the  lo w est ra t io  of im p o rts  to
2
J o rg e  Sakam oto , ' 'In d u s tr ia l  D evelopm ent in In teg ra tio n  of 
U n d erd ev elo p ed  C o u n tr ie s , " J o u rn a l  of C om m on M ark e t S tud ies, VII 
(A pril, 1969), p. 293.
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GDP am ong the less_ d ev e lo p ed  reg io n s  of the w o rld , n e a r ly  fif ty  p e r  
cen t of L a tin  A m e ric a n  im p o rts , c o n s is te d  of c h e m ic a ls , m ach in e ry , 
and t r a n s p o r t  eq u ip m en t in  I 9 6 I. Such c r i t ic a l  im p o rts  co n s titu te d  
no m o re  than  o n e - th ird  of to ta l  im p o rts  in  any o th e r  le ss -d ev e lo p ed  
reg io n  in  196 I. L a tin  A m e r ic a 's  low ra tio  of im p o rts  to GDP and 
high  ra t io  of c r i t i c a l  im p o rts  to to ta l im p o rts  w as a ttr ib u te d  to the 
p a s t ex ten s iv e  u se  of IS in  L a tin  A m erica . ^ R e fe r r in g  b a c k  to T able 
23 it can  be seen  th a t im p o rts  of c h em ic a ls , m ac h in e ry , and t r a n s ­
p o r t equ ipm ent fo r  M exico in  1968 w ere  64. 2 p e r  cen t of to ta l im p o rts .
B ecau se  of the ex ten s iv e  IS p r im a r i ly  fo r co n su m e r goods and
p e tro le u m , L a tin  A m e r ic a 's  incom e e la s tic i ty  of dem and  fo r  im p o rts  
(P e rc en ta g e  change in  im p o rts )
(P e rc e n ta g e  change in  GDP ) w as r e la t iv e ly  low fo r  the p e rio d  
1955 to 1961 (0. 5 a s  c a lc u la ted  by B ela  B a la s sa ) . B ut, b e c a u se  of the 
d im in ish ing  in fluence  of IS in  L a tin  A m e rica  and the ir r e d u c ib il i ty  of 
L a tin  A m e r ic a 's  c r i t i c a l  im p o rts , B e la  B a la s s a  fo re c a s te d  a  sh a rp  
r i s e  in  L a tin  A m e r ic a 's  incom e e la s tic i ty  of dem and  fo r  im p o rts  in  
the n e a r  fu tu re , f ro m  0. 5 to  ap p ro x im a te ly  0. 8. In  the face  of such  a 
ra p id ly  expanding dem and fo r  c r i t ic a l  im p o rts , B e la  B a la s s a  q u e s­
tioned  the a b ility  of L a tin  A m e ric a  to g e n e ra te  su ffic ien t fo re ig n  ex ­
change e a rn in g s  to  avo id  a tra d e  g a p - -a n  ev e r  w idening  gap betw een
^B ela  B a la s sa , T ra d e  P ro s p e c ts  fo r  D eveloping C o u n trie s  
(Homewood, I llin o is : R ic h a rd  D. Irw in , Inc. , 1964), p. 77.
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L a tin  A m e r ic a 's  c r i t ic a l  im p o rt needs and the a b ility  to a c q u ire  
enough fo re ig n  exchange to s a tis fy  th o se  n eed s . The r e s u l t  of th is  
tra d e  gap w ould be a  s low er r a te  of developm en t fo r L a tin  
A m e rica . ^
B ela  B a la s s a 's  fo re c a s t  w ith  r e s p e c t  to the grow th of im p o rt 
dem and in  L a tin  A m e ric a  w as e s se n tia l ly  c o r re c t .  W h ereas  the  ra t io  
of im p o rt g row th  to ex p o rt grow th fo r  the p e r io d  1958-1963 fo r  L a tin  
A m e ric a  w as 0. 66 , th is  sam e  ra t io  w as 1 .64  fo r  the
p e r io d  1963 to  1968. As i t  can  b e  seen , the change in  th is  r a t io  b e ­
tw een the two p e r io d s  w as e n tire ly  due to a  ra p id  in c re a s e  in  im ­
p o r ts  fo r the reg io n . ®
In the  c a s e s  of the  th re e  w e a lth ie s t c o u n tr ie s  of L a tin  A m e ric a , 
B e la  B a la s s a 's  f o re c a s t  h as  been  c o r r e c t  fo r  M exico and A rg en tin a . 
B ra z i l  h as  no t ex p e rie n ce d  a  s ig n if ic a n t change in its  incom e e la s tic i ty  
of dem and fo r  im p o r ts .  F o r  A rg en tin a  and  M exico the incom e e la s ­
t ic ity  of dem and  fo r  im p o rts  (as shown in  T ab le  24) in c re a s e d  sh a rp ly  
fro m  the p e r io d  1958-1963 to the p e r io d  1963-1968 (0. 54 to 0. 84 and
0. 19 to  0. 68 re sp e c tiv e ly ) . The ra t io  of im p o rts  to  G D P, how ever, 
dec lin ed  fo r bo th  co u n tr ie s  f ro m  1958 to  1968, but the d ec lin e  in  th is  
ra t io  w as obv iously  s low er during  the p e r io d  1963-1968 th an  i t  w as
'^ Ib id ., p. 78.
C a lc u la ted  f ro m  IM F, In te rn a tio n a l F in a n c ia l S ta t is t ic s ,  XXIII, 
(July , 1970), No. 7, p. 220.
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d uring  the p e r io d  1958-1963. I t  is  im p o rta n t to  note th a t w hile  the  . 
incom e e la s t ic i ty  of im p o r t  dem and fo r  bo th  A rg en tin a  and  M exico 
ro s e  s ig n ifican tly  b e tw een  th e se  tim e  p e r io d s , eac h  n a tio n 's  p ro p e n ­
s ity  to ex p o rt d ec lin ed  s ig n if ic an tly  be tw een  th e se  tim e  p e r io d s  
(2. 70 to 0. 73 and 0. 84 to  0. 24 re sp e c tiv e ly ) . I t w ould a p p ea r th a t 
r is in g  p ro p e n s itie s  to  im p o rt in  bo th  A rg e n tin a  and M exico co inc ided  
w ith  fa llin g  p ro p e n s itie s  to export. Such a  s itu a tio n  s tro n g ly  co n ­
fo rm s  to B e la  B a la s s a 's  t ra d e  gap h y p o th e s is .
If M ex ico 's  im p o rt need s  con tinued  to grow  as  th ey  have in 
the p a s t, then  i t  w ould  se em  im p e ra tiv e  th a t M ex ic o 's  ex p o rt s e c to r  
m u s t ra p id ly  a c c e le r a te  i ts  grow th. A s show n above, how ever, 
M ex ico 's  e x p o rt g row th  h as  d e c e le ra te d  in  r e c e n t  y e a r s .  The s e r i ­
o u sn ess  of th is  t r e n d  is  r e f le c te d  by the f a c t  th a t in  1968 the ra t io  
of ex p o rt e a rn in g s  to im p o r t  e x p en d itu re s  in  M exico w as only 0. 64, 
the lo w es t ra t io  am ong the  LA FTA  m e m b e rs . ^ M exico h as  obviously  
expanded o th e r  s o u rc e s  of fo re ig n  exchange to  fin an ce  th e se  im p o rt 
e x p e n d itu re s . B u t an  in c re a s in g  re lia n c e  on so u rc e s  of fo re ig n  e x ­
change o th e r  than  the  ex p o rt of goods and s e rv ic e s  often  c r e a te s
6 ,T his  ra t io  w as c a lc u la te d  f ro m : IM F , In te rn a tio n a l F in a n c ia l 
S ta t is t ic s , XXIII, No. 7 (July , 1970). R a tio s  of ex p o rt e a rn in g s  to 
im p o r t  e a rn in g s  fo r  o th e r  LA FTA  m e m b e rs , a s  c a lc u la te d  f ro m  th is  
so u rc e , w e re : A rg en tin a , 1. 17; B o liv ia , 0. 96; B ra z i l ,  0. 88; C hile , 
1 .33; C olom bia, 0 .8 5 ; E c u a d o r, 0 .9 3 ; P a ra g u a y , 0 .6 6 ; P e ru , 1.37; 
U ruguay, 1. 09; and  V enezuela , 1 .79 .
TA B LE 24
TH E INCOME ELA STIC ITY  O F DEMAND FO R  IM PO RTS AND TH E PR O PE N SIT Y  
TO  E X PO R T  OF ARGENTINA, BRA ZIL, M EXICO 
(P e rc e n ta g e  ch an g es  a r e  b a s e d  on c u r r e n t  d o lla rs )
C o u n try
E x p o rts
G D P P e rc e n ta g e  C hange in  Im p o rts  
P e rc e n ta g e  C hange in  G D P
1958 1968 1958 - 1963 1963 1968
A rg e n tin a ^ 7.4% 8 . 9% 21% = 
3W 0
0. 54 161% = 
201%
0. 84
Brazil® ' 4. 9 4. 5 657 = 
812
0 . 81 449
■5ZT
0 . 86
M exico^ 7. 2 4. 6 10
51 " 0 .1 9
58
.75 0. 68
01
^T he l a s t  y e a r  r e p o r te d  is  1967 r a th e r  than  1968 
^G N P r a th e r  th an  G D P is  u sed .
SOURCES: C a lc u la te d  f ro m : In te rn a tio n a l M o n e ta ry  F und , In te rn a tio n a l F in a n c ia l  S ta t is t ic s ,  
XIX, No. 6 (June, 196 9 ); In te rn a tio n a l M o n e ta ry  F und , In te rn a tio n a l F in a n c ia l  
S ta t is t ic s ,  XXIII, No. 7 (Ju ly , 1970).
TABJLE 2 4 - -C o n tin u ed
P e rc e n ta g e  C hange in  E x p o r ts
Im p o r ts
G D P
P e rc e n ta g e  C hange in  G D P
1958 1963 1963 1968 1958 - ' ■ ■ ■ ■ - I960
105%
39%
= 2. 70 146% 
201% 0 .7 3
9. 1% 7. 0%
762%
812%
= 0. 94 501% 
523% 0. 96
7. 9% 5. 8%
43%
51% a  ■ 0. 39 11. 0% 7. 1%
enat
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u n d e s ira b le  lo n g -ru n  fo re ig n  exchange outflow s w hich w ill, a s  i t  w ill 
be shown, fu r th e r  a g g rev a te  an a lre a d y  ag g rav a te d  b a lan ce  of p ay m en ts  
po sitio n .
M ex ico 's  e x p o rt p e rfo rm a n c e  in  r e c e n t  y e a rs  h as  a lso  w o rse n e d  
re la tiv e  to the p e rfo rm a n c e  of w o rld  e x p o rts , M ex ico 's  s h a re  of w o rld  
e x p o rts , a s  s e e n  in  T ab le  25, d ec lin ed  fro m  0 .71  p e r  cen t in  1963 to
0. 58 p e r  cen t in  1969. S im ila rly , L a tin  A m e r ic a 's  sh a re  of w o rld  
ex p o rts  h as  show n a s tead y  d ecline  f ro m  6 . 74 p e r  cen t in  1963 to  5. 43 
p e r  cen t in  1969 . The ra tio  of M exican  ex p o rts  to L a tin  A m e rica n  ex ­
p o r ts  re m a in e d  f a ir ly  co n s tan t fo r the p e r io d  1963-1969, f lu c tu a tin g  
betw een  10 . 00 p e r  cen t and 10. 80 p e r  cen t.
G iven  the  p re s e n t  com position  of L a tin  A m e r ic a 's  ex p o rts , the 
EC LA  h as  fo re c a s te d  a  L a tin  A m e ric a n  b a lan ce  of paym en ts  c u r re n t
n
accoun t d e f ic it of five b illio n  d o lla rs  p e r  annum  by  1970. A ssum ing  
th a t M ex ic o 's  c u r re n t  accoun t d e fic it w ill grow  fo r the nex t s e v e ra l  
y e a rs  a t  i ts  a v e ra g e  annual grow th  r a te  fo r  the p e rio d  1963-1968 
(37. 3 p e r  cen t) M ex ic o 's  c u r re n t  acco u n t d e fic it in  1970 w ould equal
1. 42 b illio n  d o lla rs  o r 28. 4 p e r  cen t of the fo re c a s te d  L a tin  A m e ric a n
g
c u r re n t  acco u n t d e fic it in  1970.
. ■ ■ ■
U. N . , T he P ro c e s s  of In d u s tr ia l  D evelopm ent in  L a tin  A m e ric a
p. 239.
C a lc u la te d  fro m : IM F, In te rn a tio n a l F in a n c ia l S ta t is t ic s ,  XXIII, 
No. 7 (July, 1970), p. 220.
TA B LE 25
M EX ICO 'S DECLINING SHARE OF W ORLD EX PO RTS 
(E x p o rts , F O B , in  m illio n s  of U. S. d o lla rs )
Item 1963 1964 1965 1966 1967 1968 1969
W orld exp orts^ 136, 100 152,700 165,400 181 ,300 190, 600 212, 900 243, 000
L atin  A m e r ica 's^  
ex p o rts 9, 180 9, 860 10, 380 11, 040 11, 030 11, 570
M e x ic o 's  ex p o rts 969 1, 031 1, 120 1, 199 1, 145 1, 254 1 ,4  IOC
L atin  A m er ica n  E x ­
p o rts  a s  a p ercen ta g e  
of W orld  E x p o rts 6. 74% 6. 46 6. 27 6. 09 5. 79 5 .4 3
M exican  ex p o rts  a s  
a p ercen ta g e  
of W orld  E x p o rts 0.71% 0. 68 0. 68 0. 66 0. 60 0. 59 0. 58
M exican  ex p o rts  as  
a s  a  p ercen ta g e  
of L atin  A m e r ica n  
E x p o rts 10. 50% 10. 00 10 .70 10. 80 10. 30 10. 80
^ E x c lu d es  the  S ov ie t B loc  and  C uba.
^ E x clu d es Cuba.
*^IMF e s tim a te .
S o u rce : C a lc u la te d  fro m : In te rn a tio n a l M o n e ta ry  F und , In te rn a tio n a l F in a n c ia l  S ta t is t ic s ,
XXIII, No. 6 (June, 1970).
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W illia in  F r e i th a le r  in  h is  ev a lu a tio n  of M e x ic o 's  e x te rn a l 
s e c to r  in  1967 h y p o th es ize d  th a t w hile  M exico  had  a r a th e r  la rg e  tra d e  
d e fic it, th is  p o sed  no s e r io u s  l im ita tio n  on M ex ic o 's  p re s e n t  o r  fu tu re  
ca p a c ity  to im p o rt. ^ In  h is  opinion, M exico  w as an  exam ple  of a  coun­
t r y  th a t had  e sc a p e d  the  im p lic a tio n s  of the t ra d e  gap h y p o th es is . H is 
o b se rv a tio n s  w e re  b a s e d  on th re e  f a c to rs .  F i r s t ,  the  ac tiv e  u se  of IS 
du rin g  the  p e r io d  1958-1963 had  r e s u l te d  in  a  v i r tu a l  s ta n d s ti l l  in  im ­
p o r t  g row th  (the v a lu e  of im p o rts  in c r e a s e d  by  only  ten  p e r  c e n t fo r 
the p e rio d ). Second, an  ac tiv e  p ro g ra m  of d iv e rs ify in g  M ex ico 's  
la rg e ly  a g r ic u l tu ra l  e x p o rts  had  g e n e ra te d  a  re s p e c ta b le  fo r ty - th re e  
p e r  c e n t grow th  in  the  v a lu e  of M e x ic o 's  e x p o rts  of goods fo r the p e r io d  
1958-1963; a  to ta l p e rc e n ta g e  g row th  o v er fo u r tim e s  g r e a te r  th an  the 
grow th  of im p o rts  fo r  the  p e rio d .  ^  ^ A s a  r e s u l t  of th e se  two tre n d s , 
M ex ico 's  t ra d e  d e f ic it  d ec lin ed  f ro m  420 m illio n  d o lla rs  in 1957 to 263 
m illio n  d o lla rs  in  1963. F in a lly , and  m o s t im p o rta n tly  to W illiam  
F r e i th a le r ,  the ra p id  g row th  of a l te rn a t iv e  au tonom ous s o u rc e s  of 
fo re ig n  exchange, i. e. , to u r is m , b o rd e r  t r a d e , d ir e c t  fo re ig n  in v e s t­
m en t, and  lo n g - te rm  c a p ita l loan  in flow s, p re c lu d e d  th e  p o s s ib ili ty
^ F re i th a le r ,  M ex ico 's  F o re ig n  T ra d e  and E conom ic  D evelop- 
m en t, p . 122. ——
^°T ab le  24. ^\ b i d .
^^C a lcu la ted  fro m : IM F, In te rn a tio n a l F in a n c ia l S ta t is t ic s , 
XIX, No. 6 (June, 1966), p. 204; IM F, In te rn a tio n a l F in a n c ia l 
S ta t is t ic s ,  XXIII, No. 7 (Ju ly , 1970), p. H o .
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of fu tu re  l im ita tio n s  in  M ex ic o 's  c a p a c ity  to im p o rt.
W ith r e s p e c t  to  ex p o rt and im p o r t  g row th  tre n d s , W illiam  
F r e i th a l e r 's  h y p o th es is  h as  obv iously  b een  in c o r re c t .  H is o b s e rv a ­
tio n s  co n cern in g  the grow th  of a l te rn a t iv e  au tonom ous so u rc e s  of 
fo re ig n  exchange, how ever, b e a r  fu r th e r  in v estig a tio n . If the  
g row th  of a l te rn a t iv e  autonom ous s o u rc e s  of fo re ig n  exchange h as  
m o re  th an  c o m p en sa ted  fo r  the g row th  of M ex ic o 's  t ra d e  d e fic it, 
then  p e rh a p s  the  n eed  fo r  a  r e s t ru c tu r in g  of the ex p o rt s e c to r  h as 
b een  o v e rs ta te d .
T re n d s  in  M e x ic o 's  b a lan ce  
of p ay m en ts
M e x ic o 's  p r in c ip le  m ean s  of co m p en sa tin g  fo r i ts  t r a d e  d e fic it 
h a s  b een  th ro u g h  the  g row th  of t r a v e l  b a la n c e  s u rp lu s e s  and lo n g ­
te rm  c a p ita l s u rp lu s e s  in  M ex ic o 's  b a lan ce  of p ay m en ts . L a rg e ly  
b e c a u se  of M ex ic o 's  p ro x im ity  to th e  U nited  S ta te s , t r a v e l  b a la n c e s  
a r e  a  v e ry  im p o rta n t i te m  in  M ex ic o 's  b a lan c e  of p ay m en ts  c u r re n t  
acco u n t. T ra v e l  b a la n c e s  include bo th  n e t to u r is t  tra d e  incom e and 
n e t b o rd e r  t ra d e  in co m e. The im p o rta n c e  of t r a v e l  b a la n c e s  in  
M ex ic o 's  b a lan ce  of p ay m en ts  is  i l lu s t r a te d  b y  the fa c t  th a t M ex ic o 's  
g ro s s  to u r i s t  t r a d e  incom e and b o rd e r  tra d e  incom e in  1968 (1, 137 
b illio n  d o lla rs )  w as 96. 5 p e r  c en t a s  la rg e  a s  the  to ta l v a lu e  of 
m e rc h a n d ise  ex p o rts  fo r  th a t y e a r . M o reo v e r , M ex ic o 's  t r a v e l  b a l ­
ance su rp lu s  in  1968 of 6. 2 b illio n  p e so s  (T able 26) co m p en sa ted  fo r
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70. 2 p e r  c e n t of M ex ico 's  t ra d e  d e f ic it  of 8. 9 b illio n  p eso s  fo r  th a t 
y e a r .
The grow th  r a te s  of to u r i s t  t ra d e  and  b o rd e r  tra d e  have in 
re c e n t  y e a r s  b een  m o re  ra p id  than  b o th  the g row th  r a te s  of ex p o rts  of 
goods and  im p o r ts  of goods. F o r  th e  p e r io d  1966 to  1969, g ro s s  
to u r is t  incom e in c re a s e d  f ro m  328. 4 m illio n  d o lla rs  to 465. 0 m illio n  
d o lla rs ,  an  in c re a s e  of 41. 5 p e r  c e n t fo r  the  p e rio d . G ro ss  b o rd e r  
t ra d e  incom e fo r  the p e rio d  1966-1969 in c r e a s e d  f ro m  546. 6 m illio n  
d o l l a r s t o  744. 0 m illio n  d o lla rs , an  in c r e a s e  of 32. 0 p e r  c e n t fo r  
the p e r io d . In c o m p a riso n , the g row th  of m e rc h a n d ise  ex p o rts  fo r  
the p e r io d  1966-1969 w as 21. 1 p e r  c e n t and  the  grow th  of m e rc h a n d ise  
im p o rts  fo r  th is  p e r io d  w as 29. 0 p e r  c en t (T ab le  26).
The co n trib u tio n  of th is  r a p id  g row th  of g ro s s  t r a v e l  in ­
com e to M e x ic o 's  c ap ac ity  to im p o r t  h a s , h o w ev er, been  r e s t r a in e d
13
"The E x te rn a l  S e c to r  of M e x ic o 's  E conom y, 1969, " 
C o m erc io  E x te r io r  de M exico, XVI, No. 4 (A pril, 1970), p. 3.
^^ Ibid.
15T he grow th  of to u r is t  in co m e and  b o rd e r  t ra d e  incom e 
fo r  th is  p e r io d  w as h igh ly  in flu en ced  b y  the  1968 O lym pics and 
"O p era tio n  In te rc e p t"  in  1969. In  1968 g ro s s  to u r is t  incom e and  
g ro s s  b o rd e r  incom e bo th  in c re a s e d  by  19. 0 p e r  cen t re f le c tin g  the 
e ffec ts  of the  1968 O lym pics in  M exico . In  1969 g ro s s  to u r is t  incom e 
and g ro s s  b o rd e r  tra d e  incom e in c re a s e d  by  7. 6 p e r  cen t, and  4. 3 
p e r  c e n t re sp e c tiv e ly , re f le c tin g  the  e ffe c ts  of "O p era tio n  In te rc e p t. " 
C a lc u la te d  f ro m : "T he E x te rn a l S e c to r  of M e x ic o 's  E conom y, 1969, " 
C o m erc io  E x te r io r  de M exico, XVI, No. 4 (A pril, 1970), p. 3.
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TA BLE 26
MEXICO'S BALANCES OF PAYM ENTS, 1963-1969  
(M illion s of P e s o s , C urren t P r ic e s )
1963 1964 1965
Goods and S e rv ic e s  
E x p o rts  (FOB) 12,114 12, 883 14, 005
Im p o rts  (CIF) 15,496 18, 662 19,495
T ra d e  b a lan ce - 3 ,2 8 8 - 5 ,562 - 5, 388
T ra v e l b a lan ce 3, 838 4, 088 4, 000
N et in v es tm e n t incom e - 3, 325 - 4 ,0 5 0 - 4, 238
O ther c u r re n t  acco u n t 
ite m s 262 375 138
C u rre n t acco u n t b a lan ce - 2 ,513 - 5, 149 - 4, 888
N et t r a n s f e r s -_ 212 138 75
N et lo n g -te rm  c a p ita l 3 ,625 6 ,7 8 8 2, 038
N et s h o r t - te rm  c a p ita l 112 1, 112 188
N et v a r ia t io n  in  o ffic ia l 
in te rn a tio n a l r e s e r v e s - 1 ,562 575 725
N et e r r o r s  and o m m iss io n s 775 - 2 ,0 3 8 2, 388
C u rre n t accoun t b a lan ce  + 
n e t lo n g - te rm  c a p ita l 1, 112 1, 639 - 2 ,850
N otes:
The acco u n ts  m ay  no t b a lan ce  b e c au se  of rounding .
S o u rces: In te rn a tio n a l M o n eta ry  Fund, In te rn a tio n a l F in a n c ia l
S ta t is t ic s , X X lll, No. 6 (June, 1970), pp. 223-224;
"The E x te rn a l  S ec to r of M ex ico 's  E conom y, 1969, " 
C o m erc io  E x te r io r  de M exico, XVI, No. 4 (A pril, 1970), 
p. 3. ~
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TABJLE 26--C o n tin u ed
1966 1967 1968 1969 T o ta l p e rc en ta g e  
change 1963-1968
14,985 14 ,314 15, 674 18, 135 2 9 .4
2 0 ,0 6 5 21 ,823 24, 501 26 ,005 58. 1
- 4, 888 - 7 ,6 8 8 - 8 , 875 169 . 9
4, 775 5 ,400 6, 238 6, 188 6 1 .2
- 4 ,6 6 2 - 5 ,862 -  6, 888 • 107. 2
250 138 138 • -47 . 3
- 4 ,5 2 5 - 8 ,012 - 9 ,387 • 273. 5
88 38 162 f f
4, 850 7, 675 6, 062 • • 67. 2
1 ,775 88 - 2 ,5 8 8 • • •
262 962 - 1 ,000 • • •
2 ,2 7 5 1 ,250 6, 750 • • ' •
325 337 - 3 ,325
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by an even  m o re  ra p id ly  grow ing g ro s s  outflow of t r a v e l  expend i­
tu re s . W h ereas  g ro s s  t r a v e l  incom e in c re a s e d  by 38. 2 p e r  cen t fro m  
I 966- I 969 , the g ro s s  outflow  of M exican  t ra v e l  ex p e n d itu re s  in c re a s e d  
by 4 9 . 1 p e r  cen t fo r  the p e rio d : f ro m  478. 8 m illio n  d o lla rs  in 1966 
to 714. 0 m illio n  d o lla rs  in  1969 ( to u r is t  outflow and b o rd e r  tra d e  o u t­
flow s in c re a s e d  fo r  the  p e r io d  by 72. 0 p e r  cen t and 40. 0 p e r  cen t 
re sp e c tiv e ly  and to ta le d  234 m illio n  d o lla rs  and 480 m illio n  d o lla rs  
re sp e c tiv e ly  in 1969).
An e d ito r ia l  in  C o m erc io  E x te r io r  de M exico  h a s  a ttr ib u te d  
m uch of the ra p id  r i s e  in  M ex ic o 's  outflow of to u r is t  e x p en d itu re s  to 
M ex ic o 's  d is tr ib u tio n  of incom e, and h as  fo re c a s te d  a  doubling of 
tra v e l  ex p en d itu re  outflow s e v e ry  th re e  y e a r s .  In  1969 only o n e -h a lf  
of one p e r  cen t of M ex ic o 's  popu la tion  tra v e le d  ab ro ad . T h ese  M exi­
can  to u r is ts  n u m b ered  only  ten  p e r  cen t of the  fo re ig n  to u r is ts  v i s i t ­
ing the in te r io r  of M exico, y e t they  sp en t fifty  p e r  cen t a s  m uch a s  
the to ta l to u r is t  ex p en d itu re  inflow. In  o th e r w o rd s, the av e ra g e  
M exican  to u r is t  in  1969 sp en t five  tim e s  m o re  m oney  tra v e llin g  
ab ro ad  th an  the a v e ra g e  to u r is t  v is itin g  the in te r io r  of M exico. The 
C o m erc io  E x te r io r  de M exico e d ito r ia l  concluded  th a t, "It b ecam e  
in c re a s in g ly  ev iden t in  1969 th a t outflow  is  grow ing f a r  m o re  qu ickly  
than  incom e, w ith  an  ensu ing  d ec lin e  in  the s e rv ic e s  acco u n t s u r p l u s . ' ^ 7
^^Ibid. ^‘^ Ibid. , p. 4.
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A s i t  can  be seen  f ro m  T ab le  26, the  t r a v e l  b a lan c e  did in  fa c t d ec lin e  
in  1969  by  0. 8 p e r  c en t (from  6, 238 m illio n  p e so s  in  1968 to 6 ,1 8 8  
m illio n  p e so s  in  1969.
It w ould  a p p ea r th a t the  a b ili ty  of t r a v e l  b a lan ce  s u rp lu s e s  
to k eep  p ace  w ith  t ra d e  b a lan ce  d e f ic its  is  d im in ish in g . W hile the 
tra v e l  b a lan c e  su rp lu s  of 1963 m o re  than  co m p en sa ted  fo r  the tra d e  
b a lan ce  d e f ic it fo r  th a t y e a r  (T able 26) the su b seq u en t grow th  of the  
tra d e  b a la n c e  d e f ic it ( I 6 9 . 9 p e r  c en t fo r  the p e r io d  1963-1968) h as  
b een  m uch  m o re  ra p id  than  the su b seq u en t g row th  of the t ra v e l  b a l ­
ance su rp lu s  (6 2 . 5 p e r  cen t fo r  the p e r io d  1963-1968). The r e s u l ts  
of th e se  tre n d s  have obv iously  c o n tr ib u te d  to M ex ic o 's  grow ing c u r ­
r e n t  acco u n t d e fic it.
L o n g - te rm  c a p ita l inflow s (p r im a r i ly  lo n g -te rm  loans 
and d i r e c t  fo re ig n  in v estm en t)  in  M exico  co n s titu te  the rem a in in g  
m a jo r  au tonom ous so u rc e  of fo re ig n  exchange fo r  M exico. I t  h a s , 
how ever, b eco m e in c re a s in g ly  a p p a re n t to M exico and to L a tin  A m e r­
ic a  as  a  w hole th a t w hile  inflow s of lo n g - te rm  c a p ita l have c o n tr ib u te d  
to  th e ir  c a p a c ity  to  im p o rt th rough  in flow s of fo re ig n  exchange, in ­
flow s of lo n g - te rm  c a p ita l have a lso  c r e a te d  a  ra p id ly  grow ing and 
r a th e r  i r r e d u c ib le  outflow item  in  the  fo rm  of fo re ig n  re m itta n c e s  of 
p ro f its  and  in te r e s t  on fo re ig n  in v e s tm e n ts  and  loans.
The EC L A  o b se rv e d  in  1968  th a t L a tin  A m e r ic a 's  f in a n c ia l 
s e rv ic e s  fo r  a m o rtiz a tio n , p ro f i ts ,  and  in te r e s t  on fo re ig n  in v e s tm e n ts
165
and lo an s  in c re a s e d  f a r  m o re  than  L a tin  A m e r ic a 's  e x p o rt ea rn in g s
fo r the p e r io d  I960 to I 966 , The la t te r  in c re a s e d  by 35 p e r  cen t
w hile  re m it ta n c e s  of p ro f its  and in te r e s t  r o s e  by  67 p e r  cen t, and
a m o rtiz a tio n  p ay m en ts  on au tonom ous lo an s  in c re a s e d  by 41 p e r  cen t.
The EC LA  co n clu d ed  th a t, "In sh o rt, th e se  f in a n c ia l s e rv ic e s  in
1966 a b s o rb e d  a th ird  of the to ta l v a lu e  of incom e f ro m  ex p o rts  of
goods. F o r  th is  r e a s o n  im p o rts  have b e e n  unab le  to  grow  a t  the sam e
18pace a s  e x p o rt e a rn in g s . "
R e fe r r in g  to T ab le  26 it  is  a p p a re n t M ex ic o 's  ex p erien ce  
h a s  b een  s im ila r  to  th a t of L a tin  A m e ric a , w ith  the n e t outflow of 
in v e s tm e n t incom e ( in te re s t ,  p ro fits , and  d iv idends) fo r  I 968 (6 , 888 
m illio n  p e so s)  a b so rb in g  43. 8 p e r  cen t of M ex ic o 's  to ta l incom e f ro m  
the e x p o rt of goods fo r  I 968 (15, 674 m illio n  p e so s) . If the  a m o r tiz a ­
tion  p ay m en ts  on lo n g - te rm  lo an s  fo r  1968 (6 , 464 m illio n s  of peso s) 
a r e  added  to the  n e t outflow of in v e s tm e n t incom e fo r  th a t y e a r , i t  is 
found th a t the  to ta l  f in a n c ia l s e rv ic e  pay m en t of 13, 352 m illio n  peso s  
a b so rb e d  85. 2 p e r  cen t of the to ta l incom e f ro m  e x p o rts  of goods.
C o m p arin g  fin a n c ia l s e rv ic e s  outflow s to  the ea rn in g s  
f ro m  the e x p o rt of goods, how ever, is  r a th e r  m is le ad in g . C erta in ly
18
U. N . , E conom ic S u rvey  of L a tin  A m e ric a , 1967,
p. 93.
M exico , A nuario  E s ta d is t ic o  de l C o m e rc io  E x te r io r  de 
lo s  E s ta d o s  U nidos M exicanos, 1968, p. 720.
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outflow s f ro m  fin a n c ia l s e rv ic e s  have com pounded M ex ico 's  c u r re n t  
accoun t d e fic it, b u t th e se  f in a n c ia l s e rv ic e s  have r e s u l te d  f ro m  su b ­
s ta n tia l  inflow s of fo re ig n  c u r re n c y  in  the fo rm  of d ire c t  fo re ig n  
in v e s tm e n t and lo n g - te rm  lo an s. It w ould th e re fo re  be m o re  lo g ica l 
to co m p a re  th e se  outflow s fro m  fin an c ia l s e rv ic e s  to the inflow s of 
fo re ig n  exchange f ro m  d ire c t  fo re ig n  in v e s tm e n t and o th e r lo n g ­
te rm  c a p ita l inflow s.
The to ta l n e t inflow of lo n g -te rm  c a p ita l (d iscounted  by 
a m o rtiz a tio n  paym en ts) fo r L a tin  A m e r ic a  d u rin g  the  p e rio d  I 9 6 I to 
1968 w as  11 ,493  m illio n  d o lla rs  as  seen  in  T ab le  27. The r e m it ­
tance  of p ro fits  and  in te r e s t  on lo n g -te rm  fo re ig n  c a p ita l fo r th is  
p e rio d , how ever, to ta le d  14, 741 m illio n s  of d o lla rs . The n e t r e s u l t  
of th e se  tra n sa c tio n s  fo r  th is  p e rio d  w as, th e re fo re , 3, 256 m illio n  
d o lla r  outflow . It is  s ig n ifican t to note the in s ta b ili ty  of the grow th 
of the lo n g - te rm  c a p ita l b a lan ce  during  the p e r io d  I 9 6 I - I 968 , and the 
fa c t th a t n e t lo n g - te rm  c a p ita l and in v es tm e n t incom e b a lan ces  w e re  
n egative  in  sev en  of the e ig h t y e a rs  exam ined .
C o m p a riso n s  of lo n g -te rm  c a p ita l inflow s and  in v estm en t 
incom e outflow , su ch  a s  th o se  above, have b een  the focus of a  g re a t  
d ea l of c o n c e rn  in  L a tin  A m erica . L o n g - te rm  cap ita l inflow s, w hile 
being  a m a jo r  c r e d i t  in L a tin  A m e r ic a 's  b a lan ce  of p ay m en ts, a r e  
a lso  the in itia tin g  so u rc e s  of in v estm en t incom e outflow s. In p a s t  
y e a r s ,  the  in v e s tm e n t incom e outflow s have b een  g re a te r  than new
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TA BLE 27
LATIN AM ERICA'S LO N G -TERM  C A PITA L INFLOWS 
AND INVESTM ENT INCOME OUTFLOWS 
FO R  THE PERIO D  I 9 6 I - I 968 
(M illions of D o lla rs , C u r re n t  P r ic e s )
Y ear L o n g -te rm  C ap ita l 
B alan ce  
(A m o rtiza tio n  deducted)
In v es tm en t 
Incom e 
B a lan ce  ,
N et 
B alance 
(Col. 2 - Col. 3)
1961 1, 036 - 1414 378
1962 921 - 1521 600
1963 870 - 1479 621
1964 1, 595 - 1730 135
1965 1, 018 - 1851 833
1966 1,740 - 2111 371
1967 1, 658 -  2294 636
1968 2, 655 - 2337 318
T o ta l 11 ,493 -1 4 ,7 4 1 - 3 ,256
S o u rce : B anco In te r  am  e ric a n o  de D e s a rro llo , "C on tribucion  
F in a n c iè re  de E u ro p a  a l D e s a rro llo  y la  In te g rac io n  
de A m e ric a  L a tin a , " B o le tin  de la  In te g rac io n , V,
No. 52 (A pril, 1970), p. 198
lo n g - te rm  ca p ita l inflow s and  som e L a tin  A m e ric a  eco n o m ists  fe e l 
th a t th is  p ro b lem  w ill be even m o re  s e r io u s  in the fu tu re . Jo rg e  
M a rsh a ll ,  the D ire c to r  of S tud ies  fo r  the  C e n tra l B ank of C hile , has 
fo re c a s te d  a  to ta l n e t b a lan ce  d e f ic it ( lo n g -te rm  cap ita l b a la n c e -  
in v e s tm e n t incom e b a lan ce) fo r  L a tin  A m e ric a  fo r  the p e r io d  
1969-1973  of 3, 565 m illio n  d o lla rs .
20 J o rg e  M a rsh a ll, "E l M odel de L a s  Dos B re c h a s  Com o M edio 
de C u an tif ic a r  Los R eq u e rim ien to s  de R e c u rso s  E x te rn o s  de A m e ric a
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T h is  grow ing gap betw een  lo n g - te rm  c a p ita l inflow s and in v e s t­
m en t incom e outflow s h as  p ro m p ted  som e L a tin  A m eric an  eco n o m is ts  
to q u estio n  the c o n trib u tio n  of lo n g - te rm  c a p ita l flow s to L a tin  
A m e rica  in  th a t such  flow s have c re a te d  a  la rg e  and r a th e r  i r r e d u c ­
ib le l ia b ility  w hich s e rv e s  to red u ce  L a tin  A m e r ic a 's  o v er a l l  c a p ac ity  
to im p o rt. Such ev a lu a tio n s , how ever, a r e  in  e r r o r .  F low s of in ­
v e s tm e n t incom e com e fro m  s to ck s  of lo n g - te rm  c ap ita l, no t the 
annual inflow s of lo n g -te rm  cap ita l. A lso , the p ro d u c tiv e  a s p e c t  of 
th ese  lo n g - te rm  c a p ita l flow s is  ig n o red , a tten tio n  being c o n c e n tra te d  
only on th e ir  co n trib u tio n  of fo re ig n  exchange to L a tin  A m e r ic a 's  
c ap ac ity  to im p o rt. A d e te rm in a tio n  of the to ta l co n trib u tio n  of lo n g ­
te rm  c a p ita l inflow s to  L a tin  A m e r ic a 's  developm ent would, th e re fo re , 
have to  co n s id e r  the to ta l p ro d u c tiv e  e ffec ts  of the lo n g -te rm  c a p ita l 
stock.
N et lo n g - te rm  c a p ita l  inflow s fo r  M exico have, in r e c e n t  y e a r s ,  
b een  g re a te r  than  n e t in v es tm e n t incom e outflow s b u t by  a v e ry  sm a ll 
m arg in . The to ta l outflow  of ne t in v es tm e n t incom e fo r  M exico d u r ­
ing the p e r io d  1963-1968 w as 29, 025 m illio n  p e so s , w hile  the to ta l 
n e t inflow of lo n g - te rm  c a p ita l w as 31, 038 m illio n  p eso s; leav ing  a 
n e t co n trib u tio n  to M ex ic o 's  cap ac ity  to im p o rt of 2, 013 m illio n  p eso s  
fo r the p e r io d  (T able 26). T h is  su rp lu s  item  of 2, 013 m illio n  p eso s
L a tin "  R e v is ta  de la  In teg rac io n , No. 6 (May, 1970), p. 62,
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re p re s e n te d  only 5. 6 p e r  cen t of M ex ic o 's  t r a d e  b a lan ce  d e f ic it fo r  
the p e r io d  1 9 6 3 -1969 . A s in  the c a se  of L a tin  A m e ric a , M ex ic o 's  
lo n g - te rm  c a p ita l su rp lu s  h as  shown a  r a th e r  sp o ra d ic  g row th , w h ile  
the in v e s tm e n t incom e d e f ic it h as  e x p e r ie n c e d  a v e ry  s tead y  g row th  
(av erag in g  13. 8 p e r  c e n t p e r  y e a r) . The r e s u l t  h as  b een  la rg e  
f lu c tu a tio n  f ro m  y e a r  to y e a r  in  the n e t c o n trib u tio n  of th e se  two 
acco u n ts  to M ex ic o 's  c ap ac ity  to  im p o rt, a  f a c to r  not conducive to  a 
s tea d y  p a t te rn  of n a tio n a l grow th.
D ire c t  fo re ig n  in v e s tm en t in M exico, a s  seen  in  T ab le  28, 
e x p e r ie n c e d  a  v e ry  sp o ra d ic  g row th  a f te r  I 9 6 I. M o reo v e r , r e m i t ­
ta n ce s  f ro m  d ire c t  fo re ig n  in v e s tm e n t in  tiie fo rm  of re m it te d  p ro f i ts  
and d iv idends w e re  g r e a te r  th an  new flow s of d ire c t  fo re ig n  in v e s t­
m en t fo r  the  p e r io d  196O -I968 by  2, 070 m illio n s  of p e so s .
To so m e  d e g re e  the in ab ility  of M ex ic o 's  c u r re n t  acco u n t 
and  p r iv a te  lo n g - te rm  c a p ita l in flow s to  g e n e ra te  su ffic ien t fo re ig n  
exchange to s a tis fy  M ex ic o 's  im p o rt n eed s  can  be co m p en sa ted  fo r  
by M ex ic o 's  aq u is itio n  of lo n g - te rm  loans^ A G o m erc io  E x te r io r  de 
M exico e d i to r ia l  in  I 969 p o in ted  out, h o w ev er, that;
The con tinued  u n e a s in e ss  of the in te rn a tio n a l m o n e ta ry  
sy s te m , ex em p lified  b y --a m o n g  o th e r  th in g s - - th e  
p e r s is te n c e  of h igh  in te r e s t  r a te  le v e ls , m ay  in  the 
n e a r  fu tu re , s e r io u s ly  d im in ish  M ex ic o 's  cap ac ity  
to o b ta in  c a p ita l in  the in te rn a tio n a l m a rk e t.  It th e r e ­
fo re  b eco m es  in c re a s in g ly  im p e ra tiv e  to  adop t a d e ­
quate  m e a s u re s  re g a rd in g  c u r re n t  tra n s a c t io n s  in 
o rd e r  to  e n su re  a ra p id ly  expanding ex p o rt vo lum e 
of m e rc h a n d ise  and  s e rv ic e s  w hich  w ould p e rm it
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21M exico to  fin an ce  its  le g itim a te  im p o r t  n eed s . . . .
I t  w ould  seem  re a so n a b le  to conclude th a t M exico w ill no t be  
ab le  to f u r th e r  r e ly  on e ith e r  t r a v e l  b a la n c e s  o r  n e t in v e s tm en t in ­
com e lo n g - te rm  c a p ita l b a la n c es  to o ffse t a  grow ing tra d e  b a lan ce
TA BLE 28
DIRECT FO REIG N  INVESTM ENT AND 
REM ITTANCES IN M EXICO 
(M illions of P e s o s ,  C u r re n t  P r ic e s )
Y ear
D ire c t  F o re ig n  
In v es tm en t
T o ta l
R em ittan c e s
T o ta l D ire c t  F o re ig n  
In v es tm en t M inus R e m itta n c e s
1950 758. 3 603. 8 - 154. 5
i 960 980. 3 1, 637. 5 - 657 .2
1961 1, 4 9 0 .7 1, 536 . 1 - 4 5 .4
1962 1, 581. 1 1, 5 3 9 .4 4 1 .2
1963 1 ,468 . 5 1, 871. 1 - 4 0 2 .6
1964 2, 024. 3 2, 385. 8 - 361 . 5
1965 2, 673. 5 2, 286. 2 387. 5
1966 2, 316. 1 2, 256. 8 59. 3
1967 1 ,6 5 2 .0 2, 036. 1 - 411. 1
1968 2, 837 .5 3, 517. 9 - 6 80 .4
N ote:
F o re ig n  d i r e c t  in v e s tm en t in c lu d es  in te rc o m p a n y  acco u n ts  
and re in v e s tm e n t.
S o u rc e s :C a lc u la te d  fro m : In te rn a tio n a l M o n e ta ry  Fund, B alance  of 
P a y m e n ts  Y earbook, 1964-1968, XXI (N ovem ber, 1969); 
In te rn a tio n a l M o n eta ry  F und , In te rn a tio n a l F in a n c ia l
S ta t is t ic s ,  XXIII, No. 6 (June, 1970).
21 "T he E x te rn a l S ec to r of M e x ic o 's  E conom ic  E conom y in 
1968 , "  C o m erc io  E x te r io r  de M exico , XVI, No. 4 (A pril, 1969), 
p. 3.
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d e fic it. A ssu m in g  th a t M ex ic o 's  im p o rt need s  w ill continue to grow  
as  they  have in  the p a s t  few y e a rs  the m a in  th ru s t  in  p rov id ing  a 
s a tis fa c to ry  cap ac ity  to  im p o rt m u s t com e f ro m  grow th  in  M ex ico 's  
ex p o rts  of m e rc h a n d ise . T hat grow th, in re c e n t  y e a r s ,  has no t b een  
s a tis fa c to ry .
D e te rm in a n ts  of the p e rfo rm a n c e  
of M ex ico 's  e x p o rt s e c to r
It m a y b e  concluded  fro m  the above d isc u s s io n  th a t M ex ico 's  
e x p o rt s e c to r  in  r e c e n t  y e a rs  has p e rfo rm e d  p o o rly  in  te rm s  of k eep ­
ing pace  w ith  im p o rt grow th, in  te rm s  of m a in ta in in g  i ts  sh a re  of 
w o rld  e x p o rts , and in  te rm s  of ab so lu te  grow th. M o reo v e r, i t  w as 
shown th a t the  p e rfo rm a n c e  of ex p o rts  fo r L a tin  A m e ric a  in  g e n e ra l 
h as  a lso  b een  u n sa tis fa c to ry .
One m a jo r  d e te rm in a n t of the u n s a tis fa c to ry  p e rfo rm an ce  of 
bo th  L a tin  A m e r ic a 's  ex p o rts  and M ex ico 's  ex p o rts  h as  b een  the co m ­
p o s itio n  of th o se  e x p o rts . In  19^8, ap p ro x im a te ly  85 p e r  cen t of 
L a tin  A m e r ic a 's  ex p o rts  and 75 p e r  cen t of M ex ic o 's  ex p o rts  con­
s is te d  of foodstu ffs and  raw  m a te r ia ls .  T h ese  h igh  co n c en tra tio n s  of 
p r im a ry  ex p o rts  a r e  bo th  a  p ro d u c t of the s tr u c tu r e  of the L a tin  
A m e ric a n  eco n o m ies  p rev io u s  to 1940 and su b seq u en t in d u s tr ia l iz a ­
tion  e ffo rts  on the p a r t  of the L a tin  A m eric an  c o u n tr ie s . In g e n e ra l, 
the  econ o m ies  of the L a tin  A m e ric a n  na tions b e fo re  1940 w e re  c lo se  
a p p ro x im a tio n s  of the id e a liz e d  types of econ o m ies  one m igh t expect
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to evolve f ro m  an  in te rn a tio n a l d iv is io n  of la b o r . The L a tin  A m e r i­
can na tions g e n e ra lly  sp e c ia liz e d  to a h igh  d e g ree  in  the p ro d u c tio n  
of p r im a ry  p ro d u c ts  fo r ex p o rt w hile sa tis fy in g  th e ir  dem and fo r  
m an u fac tu red  goods th ro u g h  im p o rts  f ro m  the in d u s tr ia liz e d  n a tio n s.
As i t  w as po in ted  ou t in  C h ap te r III, s lig h tly  o v e r tw en ty -five  p e r  cen t 
of the goods co n su m ed  in  L a tin  A m e ric a  in  1928 w e re  im p o rted .
B ecau se  of sh o rta g e s  of fo re ig n  exchange during  the w o rld  
d e p re ss io n  of the 1930's  and the u n av a ilab ility  of m an u fac tu red  im ­
p o r ts  du ring  W o rld  W ar II the L a tin  A m e ric a n  na tions w e re  fo rc e d  to 
develop in te rn a l  in d u s tr ie s  to s a tis fy  th e ir  d o m estic  dem and fo r 
m an u fac tu red  goods. In su b seq u en t y e a r s  in d u s tr ia liz a tio n  e ffo rts  
in te n s if ie d  though an  ac tiv e  p e rsu a n c e  of IS w ith  the  r e s u l t  th a t the  
L a tin  A m e ric a n  c o u n tr ie s  now p o s s e s s  la rg e  m an u fac tu rin g  s e c to rs  
p roducing  a w ide ra n g e  of co n su m er and  p ro d u c e r  goods. The ex p o rt 
s e c to rs  of the L a tin  A m eric a n  c o u n tr ie s  have not, how ever, changed  
s ig n ifican tly  s in ce  1930. F a c e d  w ith  the co m p etitio n  of the in d u s tr ia l ­
iz e d  n a tio n s , the tra d it io n s  a tta c h e d  to the ex p o rt of p r im a ry  p ro d u c ts , 
a  g o v ern m en ta l in d u s tr ia l iz a tio n  p ro g ra m  c h a ra c te r iz e d  by " in w a rd ” 
in cen tiv es , and the  high  in d u s tr ia l  c o s ts  g e n e ra te d  by such  a  p ro g ra m , 
few L a tin  A m e ric a n  m a n u fa c tu re rs  v e n tu re d  in to  the h ig h - r is k  e x p o rt 
s e c to r . M ost of th e  L a tin  A m eric a n  c o u n tr ie s  v iew ed  th e ir  e x p o rt 
s e c to rs  a s  s im p ly  a  so u rce  of fo re ig n  exhhange by  w hich e s s e n tia l  
c ap ita l im p o rts  m ig h t be ob tained . As long a s  p r im a ry  p ro d u c t e x p o rts
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could  p ro v id e  an  adequate  flow of fo re ig n  exchange and  a s  long as 
" in w ard "  in d u s tr ia l iz a tio n  w as su c c e ss fu l, th e re  w as li t t le  c la m o r 
fo r  a  r e s t ru c tu r in g  of th e ir  ex p o rts .
In ad d itio n  to being  la rg e ly  p r im a r y  p ro d u c ts , L a tin  A m e r ic a 's  
ex p o rts  a lso  have l i t t le  d iv e rs if ic a tio n . F o r  seven  of the e lev en  
LA FTA  m e m b e rs , one com m odity  ex p o rt acco u n ted  fo r  o v e r fo r ty  
p e r  cen t of th e ir  to ta l ex p o rt e a rn in g s  in  1969 (T able 29). In  the 
a g g re g a te , fo u r of the co m m o d ities  l is te d  in  T able 29 (pe tro leum , 
coffee, co tton , and copper) acco u n ted  fo r  50. 3 p e r  cen t (5. 2 b illio n  
d o lla rs )  of the  to ta l LA FTA  m e m b e rs  e x p o rts  in  1968 (10. 3 b illio n  
d o lla rs ) .  Of a l l  the LA FTA  m e m b e rs  l is te d  in T able 29 only  one 
co u n try , M exico, d id no t have th re e  p r in c ip a l com m odity  ex p o rts  
g en e ra tin g  o v e r  fifty  p e r  cen t of to ta l e x p o rt ea rn in g s  in 1968.
A ll of the L a tin  A m e rica n  c o u n tr ie s  a re  a ttem p tin g  to  d iv e rs ify  
th e ir  ex p o rt b a se  and to a  lim ite d  d e g ree  som e of the L a tin  A m e ric a n  
c o u n tr ie s  have b een  s u c c e s s fu l  in  th e ir  a ttem p ts  a t d iv e rs if ic a tio n .
The c o u n try  th a t h as  had  the g r e a te s t  s u c c e s s  in  d iv e rs ify in g  its  
p r im a ry  p ro d u c t ex p o rts  has b een  M exico. As seen  in  T ab le  29, 
M ex ic o 's  sev en  la r g e s t  com m odity  e x p o rts  in  1968 co n s titu te d  only 
37. 7 p e r  c en t of the to ta l v a lu e  of M ex ic o 's  ex p o rts  in  1968. A C om ­
m itte e  fo r  E conom ic  D evelopm ent (CED) index of ex p o rt d iv e r s if ic a ­
tion  of le ss -d e v e lo p e d  co u n tr ie s  fo r  1964-1965 show ed th a t M exico 
had  the g r e a te s t  d eg ree  of ex p o rt d iv e rs if ic a tio n  in L a tin
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TA B LE 29
P R IN C IP A L  COMMODITY EX PO RTS F O R  SEL EC TE D  
LATIN AMERICAN COUNTRIES FO R  1968 
(M illions of D o lla rs ,  C u r re n t  P r ic e s )
C oun try Type
EX PO RTS 
V alue
P e rc e n ta g e  
of T o ta l
A rg en tin a M eat 
C e re a ls  
W ool . 
H ides 
T o ta l
335. 0 
276, 9 
105. 8 
72. 0 
1, 367. 9
24. 5 
2 0 . 2 
7. 7 
5. 3
B o liv ia T in
T o ta l
92. 5
175. 7
52. 6
B ra z i l C offee
C otton
C acao
T o ta l
744. 1 
131. 0 
46. 0
1, 881. 0
41. 1 
7. 0 
2 .4
C hile C opper
N itra te s
T o ta l
684. 0 
14. 6
892. 9
76. 6 
1. 6
C olom bia Coffee
P e tro le u m
T ota l
3 5 1 .4  
36. 3
588. 3
62 . 9 
6. 5
E cu ad o r B ananas
C offee
C acao
104. 8 
39. 8 
24. 9
52. 1 
19. 8 
1 2 .4
T o ta l 2 0 1 . 0
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TA BLE 2 9 - -C on tinued
C o u n try Type
EX PO RTS
V alue
P e rc e n ta g e  
of T d tà l  ■
M exico C otton 170.5 13. 6
Coffee 7 7 .5 6. 2
L ead 22. 7 1. 8
C opper 7 .2 0. 6
Z inc 4 7 .4 3. 8
S ugar 96. 0 7. 7
S h rim p 4 9 .6 4. 0
T o ta l 1 ,254 . 9 ' •
P a ra g u a y M eat 13. 5 2 8 .4
Wood 8. 0 16 . 8
T obacco 4. 5 9. 5
T o ta l 47. 6 •
P e r u C opper 234. 0 27. 1
F is h m e a l 156. 5 18. 1
C otton 55. 8 6. 5
S ilv e r 68. 0 7 .9
S ugar 62. 3 7. 2
T o ta l 865. 0 • •
U ruguay W ool 78. 0 43. 6
M eat 60 .3 33. 7
T o ta l 179. 1 • •
V en ezu e la P e tro le u m 2 ,6 5 2 .5 93. 0
T o ta l 2, 854 .7 • • ................
S o u rc e s : C a lcu la ted  fro m : In te rn a tio n a l M o n eta ry  F und ,
In te rn a tio n a l F in a n c ia l S ta t is t ic s , XXIII, No. 6 
(June, 1970).
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22A m e ric a . A s i t  w ill be shown, how ever, M ex ico 's  p ro g ra m  of 
ex p o rt d iv e rs if ic a tio n  h as  la rg e ly  fo cu sed  on the developm en t of 
"m in o r"  a g r ic u l tu ra l  ex p o rts  such a s  sh rim p , to m a to es , m e a t p ro d ­
u c ts , and o th e r  a s s o r te d  foodstu ffs , r a th e r  than  m an u fac tu red  goods.
One f in a l c h a r a c te r is t ic  of L a tin  A m e r ic a 's  ex p o rts  should be 
a n a ly z e d - - th e ir  m a rk e t. In  1968, 6 6 .4  p e r  cen t of L a tin  A m e r ic a 's  
h igh ly  c o n c e n tra te d  p r im a ry  p ro d u c t ex p o rts  w ent to the U nited S ta te s , 
the E u ro p e an  F r e e  T ra d e  A sso c ia tio n  (EFTA ) and  the five m e m b e rs  of 
the E u ro p e a n  E conom ic  C om m unity  (EEC). The m a rk e t fo r  M ex i­
can  ex p o rts  in  1968 show ed an even h ig h e r co n cen tra tio n  as  seen  in  
T ab le  30. In  1968, 79. 5 p e r  cen t of M ex ic o 's  ex p o rts  w ent to the 
U nited  S ta te s , the E F T A , and the E E C . The U nited S ta te s  alone 
a b so rb e d  68 . 2 p e r  cen t of M ex ic o 's  ex p o rts  in  1968. M o reo v er, 
M ex ic o 's  e x p o rts  to the U nited  S ta tes  in  1968 w e re  la rg e ly  foodstuffs 
(52 p e r  cen t of ex p o rts)  and  raw  m a te r ia ls  (12 p e r  cen t of ex p o rts).
22
C o m m ittee  fo r  E conom ic D evelopm ent, T ra d e  P o licy  
T ow ards Low Incom e C o u n trie s  (New Y ork: C om m ittee  fo r E co n o ­
m ic  D evelopm ent, 1967), p. 39.
23
C a lc u la ted  fro m : In te rn a tio n a l M o n eta ry  Fund, D irec tio n  
of T ra d e  A nnual, 1964-1968, VI (1970).
24
"M ex ico 's  T ra d e  w ith  the U. S. , " Review  of the E conom ic 
S itu a tio n  of M exico , XLVI, No. 529 (D ecem ber, I 969 ), p. 6 .
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TABLE 30.
THE DIRECTION OF M EXICO'S TRADE IN 1968 
(M illions of P e so s )
E x p o rts  
V alue P e rc e n ta g e
Im p o rts  
V alue P e rc e n ta g e
of to ta l of to ta l
T o ta l 1 5 ,6 7 4 .0 100.00 24, 501 .0 100.00
A m erican , excluding  
L a tin  A m eric a 9, 046. 6 69 .79 15, 899. 1 64. 89
U nited S tate  s 8, 840. 7 68. 20 13,416. 8 63. 00
LA FTA 778. 0 6. 00 535. 7 2. 18
CACM 227. 6 1 .76 2 5 .4 0. 12
R es t of L a tin  
A m e rica 2 5 4 .4 1. 96 85. 0 0. 35
E a s te rn  E urope 4 3 .4 0. 34 70 .2 0 .2 9
EEC 7 5 9 .4 5. 86 4, 024. 2 16 . 42
E F T A 717. 2 5. 53 2, 108. 2 8. 60
R e s t of W e s te rn  
E urope 96. 5 0 .7 4 4 0 9 .7 1. 67
A sia ,exclud ing  the 
M iddle E a s t 975. 9 7. 53 1, 095. 7 4. 50
M iddle E a s t 4 .3 0. 03 6. 7 0. 03
A frica 23. 0 0. 18 12. 5 0. 05
O ceania 36. 3 0 .2 8 228. 9 0 .93
Not© s * The da ta  g iven  m ay  not to ta l c o r re c t ly  and  i t  m ay  not co m p le te ­
ly  a g re e  w ith  o th e r  d a ta  in  th is  p ap e r  b ec au se  of round ing  and b ecau se  
th is  d a ta  h as  not b een  r e -v a lu a te d  by M exico.
S ource: C a lcu la ted  f ro m : M exico, S e c re ta r ia  de Indus t r i a  y  C o m erc io , 
A nuario  E s ta d is t ic o  del C o m erc io  E x te r io r  de lo s  E s tad o s  
Unidos M ex ican o s, 1968 (M exico, D. F . : T a lle re s  GrAficos 
de la  N aciôn, 1969).
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It should  a lso  be p o in ted  out th a t M exico, lik e  L a tin  A m e ric a  
in  g e n e ra l, h as  in c u r re d  h eav y  tra d e  d e fic its  w ith  its  m a jo r  tra d in g  
p a r tn e r s .  M ex ic o 's  tra d e  d e fic it w ith  the U nited S ta te s , the  E F T A , 
and  the E E C  in  1968 am ounted  to 9, 231. 9 m illio n  p e so s , a  d e fic it 
equal to 105 p e r  cen t of M ex ic o 's  to ta l tra d e  d e fic it fo r  th a t y e a r .
In  conclusion , i t  can  th e re fo re  be sa id  th a t L a tin  A m e r ic a 's  
ex p o rts  c o n s is t  la rg e ly  of p r im a r y  p ro d u c t. M o reo v e r, m o s t of the 
L a tin  A m e ric a n  co u n tr ie s  r e ly  on only  a  few p r im a ry  p ro d u c t e x p o rts  
fo r  the m o s t of th e ir re x p o r t  e a rn in g s , and they s e ll  m o s t of th e se  
ex p o rts  to  the in d u s tr ia l iz e d  c o u n tr ie s  of the A tlan tic  com m unity ,
(the U nited  S ta te s , the E F T A , and  the EE C ). W hile M exico has  
ach iev ed  a  g r e a te r  d eg ree  of e x p o rt d iv e rs if ic a tio n  th an  o th e r  L a tin  
A m e ric a  c o u n tr ie s , M ex ico 's  e x p o rt s e c to r  s t i l l  ex h ib its  m o s t of the 
c h a r a c te r is t ic s  of the e x p o rts  of L a tin  A m e ric a  a s  a  w hole. M ex ic o 's  
ex p o rts  a r e  p re d o m in a te ly  p r im a r y  p ro d u c ts , and  th e se  e x p o rts  a re  
la rg e ly  so ld  to the in d u s tr ia l iz e d  c o u n tr ie s  of the A tlan tic  com m unity , 
p r im a r i ly  to the U nited S ta te s .
The c h a r a c te r is t ic s  of L a tin  A m e r ic a 's  e x p o rts , a s  d is c u s s e d  
above, have b een  the b a s is  of a  g e n e ra l th eo ry  a ttem p tin g  to exp la in  
the poor p e rfo rm a n c e  of L a tin  A m e r ic a 's  e x p o r ts - - th e  s t r u c tu r a l is t  
th eo ry . The s tr u c tu r a l is t  th e o ry  a tte m p ts  to d e m o n s tra te  th a t the 
poor p e rfo rm a n c e  of L a tin  A m e r ic a 's  ex p o rts  in  te r m s  of g row th  and 
s ta b ili ty  h a s  b een  la rg e ly  due to the  s tru c tu re  of th o se  e x p o rts  and  the
179
s tru c tu r e  of w o rld  tra d e . The s t r u c tu r a l i s t  g e n e ra lly  ho lds to the 
p re m is e  th a t an  in te rn a tio n a l d iv is io n  of la b o r , such  a s  th a t a p p ro x i­
m a te d  by  the p r im a ry  p ro d u c t e x p o rts  of the  le s s -d e v e lo p e d  c o u n tr ie s  
and  th e  m a n u fa c tu re d  e x p o rts  of the in d u s tr ia l iz e d  c o u n tr ie s , b r in g s  
fo r th  s t r u c tu r a l  fo rc e s  th a t c re a te  a s itu a tio n  w h e re  b en e fits  of tra d e  
a r e  no t d is tr ib u te d  a lik e  o v er the  w hole com m unity , b u t ten d  to flow 
f ro m  the  le s s -d e v e lo p e d  c o u n tr ie s  to the  in d u s tr ia l iz e d  c o u n tr ie s .
T he ex p lan a tio n  of th is  phenom ena is  g e n e ra lly  co n ta ined  in  w hat h as 
b een  c a lle d  the P re b is h  T h e s is .
The P re b is h  T h e s is  and  o th e r  s t r u c tu r a l is t  th e se s  h y p o th esize  
th a t s t r u c tu r e  o b s ta c le s  to the p e rfo rm a n c e  of the ex p o rts  of l e s s -  
dev e lo p ed  c o u n tr ie s  m a n e fe s t th e m se lv e s  in  th re e  w ays. F i r s t ,  the
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The P re b is h  T h e s is  h as  h ad  i t s  b a s ic  d e r iv a tio n  f ro m  R aul 
P r e b is h 's  w o rk  w ith  the EC LA  and  th ro u g h  h is  w r itin g s , such  a s , 
"C o m m e rc ia l P o lic y  in  the U n d erdeveloped  C o u n tr ie s , " A m e ric a n  
E co n o m ic  Review ; P a p e r s  and P ro c e e d in g s , X LIX , No. 2 (May,
1959)1 pp . 251-273. W hile the  P re b is h  T h e s is  sp e c if ic a lly  r e f e r s  to 
the  d ec lin in g  te r m  of tra d e  of le s s -d e v e lo p e d  c o u n tr ie s , i t  h a s , how ­
e v e r , b een  expanded  and c la r if ie d  by  o th e r  e co n o m is ts  so th a t the 
P r e b is h  T h e s is  is  now a s s o c ia te d  w ith  a  w hole h o s t of h y p o th eses  
co n cern in g  s t r u c tu r a l  o b s ta c le s  to the dev elo p m en t of le s s -d e v e lo p e d  
c o u n tr ie s  c re a te d  th ro u g h  cheir in te ra c tio n  w ith  developed  c o u n tr ie s . 
D iffe ren t a s p e c ts  of the  g e n e ra liz e d  P re b is h  T h e s is  can  be  found in  
the follow ing w ritin g s : H ans. W. S in g e r, "T he D is tr ib u tio n  of G ains 
B etw een  In v estin g  and  B o rro w in g  C o u n tr ie s , " A m e ric a n  E conom ic  
Review ; P a p e r s  and  P ro c e e d in g s , X L, No. 2 (May, 1950), pp. 473- 
485; G unnar M y rd al, R ich  L ands and  P o o r  (New Y ork: H a rp e r  and 
B ro th e r s ,  1957): and  L ou is J .  Z im m e rm a n , P o o r  L ands, R ich  L ands: 
The W idening G ap (New Y ork: R andom  Housed 1965). T h e re fo re , 
w hen th e  P r e b is h  T h e s is  is  r e f e r r e d  to in  th is  p a p e r , i t  m ay  no t be 
w ith  s t r i c t  r e fe re n c e  to R au l P r e b is h 's  o r ig in a l  fo rm u la tio n .
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p re se n c e  of th e se  s tru c tu r a l  o b s ta c le s  h as re s u l te d  in  a  high d eg ree  
of f lu c tu a tio n  in  com m odity  p r ic e s .  Such in s ta b il i ty  in  ex p o rt co m ­
m o d ity  p r ic e s  fo r  l e s s-d ev e lo p ed  c o u n tr ie s  c a u se s  s e r io u s  f lu c tu a tio n s  
in  the  fo re ig n  exchange e a rn in g s  of such  c o u n tr ie s  w hich a d v e rse ly  
in flu en c es  econom ic and so c ia l dev elo p m en t p lans. Second, the 
p re se n c e  of th e se  s tru c tu r a l  o b s ta c le s  h a s  s e r io u s ly  r e ta rd e d  the 
a b ility  of le ss -d e v e lo p e d  co u n tr ie s  to expand  th e ir  ex p o rts  of p r im a ry  
p ro d u c ts . F in a lly , the  p re se n c e  of th e se  o b s ta c le s  h a s  re s u l te d  in  a 
re d u c e d  p e r  u n it p u rch as in g  pow er of p r im a r y  p roduct: ex p o rts  th rough
a  dec lin ing  com m odity  te rm s  of t ra d e  (a v e ra g e  p r ic e  of e x p o rts  )
® '  (a v e ra g e  p r ic e  ot im p o rts )
In  som e c a s e s ,  w h ere  the com m odity  te r m s  of tra d e  have d e c re a s e d
a t  a  f a s te r  r a te  than  the r a te s  of in c re a s e  in  the vo lum e of p r im a ry
p ro d u c t e x p o rts , the  incom e te rm s  of t r a d e p r ic e  of ex p o rts
(av e rag e  p r ic e  ot im p o rts
X vo lum e of e x p o rts )  have  a lso  d ec lin ed  fo r  le s s -d e v e lo p e d  c o u n tr ie s . 
Such a  d ec lin e  in  the incom e te rm s  of t r a d e  is  equated  w ith  an a b so ­
lu te  d ec lin e  in  a  c o u n try 's  c ap ac ity  to im p o r t  f ro m  ex p o rts .
The s tr u c tu r a l  o b s ta c le s  r e f e r r e d  to  above and the e ffec ts  th a t 
th ey  have h ad  on L a tin  A m eric an  and M ex ican  ex p o rt p e rfo rm a n c e  
can  be b e s t  ex am in ed  by d isc u ss in g  each  of the th re e  m a n e fes ta tio n s  
of th e se  s t r u c tu r a l  o b s ta c le s .
F lu c tu a tio n s  in  com m odity  p r ic e s
The c a u se s  fo r  f lu c tu a tio n s  in  co m m o d ity  p r ic e s  can  be
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? Zgrouped  into supp ly  and  dem and fa c to rs .  ^ The p r im a ry  supply  f a c ­
to r s  a re ;  (1) c lim a te  v a r ia tio n s  affec ting  the vo lum e of p ro d u ctio n  
and p r ic e s  of p r im a ry  p ro d u c ts  acco rd in g  to th e ir  p r ic e  e la s tic ity  of 
dem and; (2) the ex is te n c e  of p ro d u c tio n  cy c le s  fo r  som e p r im a ry  
p ro d u c ts  spanning s e v e ra l  y e a rs ;  (3) a  low e la s tic i ty  of p ro d u ctio n  
due to p ro d u c tio n  c y c le s  and  a lack  of w illin g n ess  by  p r im a ry  p ro d u c t 
p ro d u c e rs  to  re d u c e  p ro d u c tio n  in  the face  of u n fav o rab le  supply 
tre n d s ; and  (4) the  p ro te c tio n  of d o m estic  p r im a ry  p ro d u c t p r ic e s  
in  developed  c o u n tr ie s  in  the  face  of m a rk e t g lu ts , w hich p la ce s  the 
e n tire  w eigh t of ad ju s tm e n t on the ex p o rts  of such  p ro d u c ts  f ro m  the 
le s s -d e v e lo p e d  c o u n tr ie s .
T he p r im a r y  dem and  fa c to rs  re sp o n s ib le  fo r  flu c tu a tio n s  in  
com m odity  p r ic e s  a re :  (1) the p r ic e  in  e la s t ic i ty  of dem and fo r m any 
p r im a ry  p ro d u c ts  w hich  s e rv e s  to  in ten s ify  p r ic e  changes re su ltin g  
fro m  supply  sh if ts ; (2) the e ffec ts  of w a rs  on the  dem and fo r  p r im a ry  
p ro d u c ts ; (3) the in v en to ry  p o lic ie s  of in d u s tr ie s  in  in d u s tr ia liz e d  
c o u n tr ie s  th a t ten d  to in ten s ify  p r ic e  m o v em en ts  re su ltin g  f ro m  o th e r 
c a u se s , i. e. , s to ck s  of p r im a ry  p ro d u c ts  a r e  in c re a s e d  w hen p r im a ry  
p ro d u c t p r ic e s  go up, and in v e n to rie s  a r e  re d u c e d  w hen p r im a ry  
p ro d u c t p r ic e s  fa ll;  and (4) the b u s in e s s  cy c le s  of the in d u s tr ia liz e d
26
R om ulo A. F e r r e r o ,  "The In te rn a tio n a l T ra d e  of L a tin  
A m e rica , " R eg ional In te g ra tio n  and the T ra d e  of L a tin  A m e ric a , 
T ra n s la tio n  of a  study  by the In te r -A m e ric a n  C ouncil fo r  C o m m erce  
and P ro d u c tio n  (New Y ork: C o m m ittee  fo r  E conom ic  D evelopm ent, 
1968), p. 52.
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c o u n tr ie s  w hich  have a  m u ltip lie r  e ffec t on th e ir  dem and fo r  p r im a ry  
p ro d u c t in v e n to rie s .
The d eg re e  to  w hich the  above supply  and dem and f a c to rs  
a ffec t any c o u n tr ie s  com m odity  e x p o rt p r ic e s  w ill depend, of c o u rse , 
on the ty p es  of co m m o d ities  th a t co u n try  ex p o rts  and  the d e g re e  of 
d iv e rs if ic a tio n  of th o se  ex p o rts , R om ulo A. F e r r e r o  h as  o b se rv e d  
that:
W hich cau se  of p r ic e  u n s ta b ili ty  h a s  g r e a te r  o r le s s e r  im p o r­
tance  w ill v a ry  w ith  the c irc u m s ta n c e s  and p ro d u c ts  involved. 
The e la s tic i ty  of supply  and  dem and  depends on the p ro d u c t.
As a ru le , e la s t ic i ty  of supp ly  is  g r e a te r  fo r  a g r ic u ltu ra l  
p ro d u c ts  w ith  an  annual p ro d u c tio n  cycle  than  fo r those  
w ith  a  lo n g er cy c le . E la s t ic i ty  of dem and is  h ig h e r fo r  
raw  m a te r ia ls  than  fo r fo o d stu ffs . Supply f lu c tu a tio n s  
ten d  to p roduce  p r ic e  changes in  a  c o m p en sa to ry  m an n e r:
If supply  in c re a s e s ,  p r ic e s  fa l l ,  and  v ice  v e r s a .  F lu c tu a ­
tions in  dem and, how ever, ten d  to c r e a te  p r ic e  changes in  
a  d iffe ren t m an n er: If dem and  d e c re a s e s  so do p r ic e s .
The d eg ree  to w hich th o se  fo rc e s  d is c u s s e d  by  Rom ulo F e r r e r o  have
affec ted  M ex ic o 's  e x p o rt p r ic e s  in  r e c e n t  y e a rs  can  b e s t  be an a ly zed
by f i r s t  exam in ing  the  p r ic e  s ta b il i ty  of M ex ico 's  m a jo r  ex p o rts , and
then  by exam in ing  the o v e ra ll s ta b il i ty  of M ex ico 's  ex p o rt p r ic e s  in
c o m p a riso n  w ith  the ex p o rt p r ic e  s ta b il i ty  of s e v e ra l  in d u s tr ia l iz e d
natio n s and  o th e r L a tin  A m e rica n  c o u n tr ie s .
The v a lu e s  of M ex ico 's  m a jo r  com m odity  ex p o rts , a s  seen  in  
T able  31, have in  m o s t c a se s  shown a h igh d eg ree  of in s ta b il i ty  in
^^Ibid., p. 54.
TA B LE 31
TH E P R IC E  STA BILITY  OF M AJOR M EXICAN COMMODITY EX PO RTS
(1963 = 100) ................................
C om m odity 1963 1964 1965 1966 1967 1968
C otton
V alue 100 86 108 113 73 87
V olum e 100 86 111 116 73 85
P r ic e 100 100 97 97 100 102
U. S. im p o r t  
p r ic e  (15 m a rk e ts ) 100 96 90 79 68 77
C offee
V a lu e 100 190 148 170 122 157
V olum e 100 151 117 a ?9 112 143
P r ic e 100 126 126 122 110 110
U. S. im p o r t  
p r ic e  (B raz il) 100 139 131 120 111 110
L ead
V a lu e 100 85 101 100 86 82
V olum e 100 77 78 83 70 70
P r ic e 100 110 129 120 123 117
U. S. im p o rt 
p r ic e  (W orld) 100 159 180 146 129 130
00w
TA B LE 3 1 - -C o n tin u ed
C om m odity 1963 1964 1965 1966 1967 1968
Zinc
V alue 100 142 143 150 148 158
V o lum e 100 91 86 90 85 90
P r ic e 100 156 166 167 174 176
U. S. im p o r t
P r ic e  (W orld) 100 110 118 118 113 110
S u g ar
V alue 100 130 106 96 110 130
V olum e 100 130 132 138 144 157
P r ic e 100 100 80 81 76 83
U .S . im p o rt 
P r ic e  (C a rrib e a n ) 100 86 84 86 90 91
S h rim p
V alue 100 78 76 91 102 86
V olum e 100 93 78 86 93 73
P r ic e 100 84 97 106 110 118
%
S o u rce : C a lc u la te d  fro m : In te rn a tio n a l M o n e ta ry  F und , In te rn a tio n a l F in a n c ia l  S ta t is t ic s ,  
XXIII, No. 7 (Ju ly , 1970). '
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re c e n t  y e a r s .  In  the  c a se  of co tton , the ex p o rt v a lu e  index  (1963 =
100) fo r  the p e r io d  1963-1968 show ed w ide flu c tu a tio n s : d e c re a s in g  
f ro m  100 in  1963 to 86 in  1964, in c re a s in g  to 113 in  1966, fa llin g  to 
73 in  1967 , and  in c re a s in g  to 87 in  1968, M ost of the v a r ia t io n  in 
the v a lu e  of co tto n  ex p o rts  w as due, how ever, to  h igh ly  u n s tab le  
co tton  ex p o rt v o lu m es  due to c lim a tic  fa c to rs .  The p r ic e s  of M ex ico 's  
co tton  e x p o rts  re m a in e d  re m a rk a b ly  s ta b le  fo r th is  p e r io d  in  view  of 
the h igh  in s ta b il i ty  of w o rld  co tto n  e x p o rt p r ic e s  (d e riv ed  f ro m  the 
15 m a rk e t  U nited  S ta te s ',im p o rt p r ic e ) .  In the c a se  of M e x ic o 's  
coffee e x p o r ts , f lu c tu a tio n s  in  the  v a lu e  of ex p o rts  can  b e  a ttr ib u te d  
to bo th  flu c tu a tio n s  in  ex p o rt v o lu m es  and  e x p o rt p r ic e s  fo r  the p e r io d  
1963- 1968 . In  g e n e ra l, how ever, p r ic e  m o v em en ts  w e re  n e ith e r  
c o m p e n sa to ry  o r  re in fo rc in g  to  changes in  the vo lum e of e x p o rts , 
w hich w e re  m u ch  m o re  e ra t ic  th an  p r ic e  m o v em en ts . F o llow ing  the 
sam e g e n e ra l  t re n d  a s  the U nited S ta te s ' im p o rt p r ic e s  fo r  B ra z il ia n  
coffee, M e x ic o 's  co ffee  p r ic e s  ro s e  f ro m  100 (using an  index  w h ere  
1963 p r ic e s  equal 100) in  1963 to 126 in  1964-1965, and  th en  fe ll  to 
110 in  1968 .
In th e  c a se  of M ex ico 's  le a d  e x p o rts , f lu c tu a tio n s  in  ex p o rt 
p r ic e s  ten d ed  to  be c o m p e n sa to ry  to f lu c tu a tio n s  in  ex p o rt v o lu m es 
u n til 1968 , The d e g ree  of p r ic e  co m p en sa tio n  w as not g r e a t  enough, 
h ow ever, to  p re v e n t a  high d eg re e  of in s ta b il i ty  in  the v a lu e  of lead  
e x p o r ts . In  g e n e ra l, f lu c tu a tio n s  in  the p r ic e  of M ex ic o 's  le a d
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e x p o rts  w e re  n o t a s  g re a t  a s  th o se  of the  U nited  S ta te s  le a d  im p o rt 
p r ic e s .  In  the c a se  of zinc, M ex ico 's  e x p o rt p r ic e s  tended  to be 
c o m p e n sa to ry  to changes in  the vo lum e of z inc  ex p o rts  w ith  the r e ­
su lt th a t  the v a lu e  of zinc ex p o rts  in c re a s e d  ra p id ly  fo r  the p e rio d
1963 - 1 968 .
In  the c a s e  of su g a r, M ex ico 's  ex p o rt p r ic e s  w e re  a lso  co m ­
p e n s a to ry  to changes in  the vo lum e of s u g a r  e x p o rts . W hile the 
v o lu m e of su g a r  ex p o rts  in c re a s e d  by 57 p e r  cen t fo r the p e r io d  1963- 
1968 , the p r ic e  of su g a r d e c re a s e d  fro m  a n  index  v a lu e  of 100 in  1963 
to 83 in  1968 . D esp ite  the  c o m p en sa to ry  m o v em en t of ex p o rt p r ic e s ,  
the v a lu e  of su g a r  ex p o rts  s t i l l  d isp lay ed  a  h igh  d eg ree  of in s ta b ility : 
in c re a s in g  f ro m  an  index  v a lu e  of 100 in  1963 to 130 in  1964, fa llin g  
to 96 in  1966 , and  r is in g  to 130 in  1968 . A s in  the c a se  of coffee 
ex p o rt p r ic e s  m o v em en ts  in  M ex ic o 's  sh r im p  ex p o rt p r ic e s  w e re  
r a th e r  ind ep en d en t f ro m  changes in  the vo lu m e of sh rim p  ex p o rts  
fo r  th e  p e r io d  1963-1968. B oth sh rim p  e x p o rt p r ic e s  and e x p o rt 
v o lu m es  f lu c tu a te d  w idely  fo r  the  p e r io d  w ith  the r e s u l t  th a t the 
v a lu e  of s h r im p  ex p o rts  d isp lay ed  a  h ig h ly  u n s tab le  p a tte rn  of grow th  
fo r th e  p e rio d .
I t  m ig h t be concluded  f ro m  the above d isc u ss io n  th a t excep t 
fo r  co tto n  p r ic e s  and  zinc p r ic e s ,  the p r ic e s  of M ex ico 's  m a jo r  co m ­
m o d ity  e x p o rts  ex h ib ited  a  r a th e r  high d e g re e  of in s ta b ili ty  du ring  the 
p e r io d  1963 to  I 968 . In  the c a se  of zinc and  su g a r, p r ic e  m o v em en ts
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w e re  la rg e ly  co m p en sa to ry . F o r  the o th e r  co m m o d ities  d iscu ssed , 
no such  re la tio n sh ip  betw een  p r ic e s  and  v o lu m es of ex p o rts  is  
ap p aren t.
The g re a te r  the d eg ree  to w hich  a  co u n try  r e l ie s  on the e x ­
p o r t  e a rn in g s  of ju s t  a  few co m m o d ities , the g r e a te r  b eco m es the 
chance th a t o v e ra ll  ex p o rt p e rfo rm a n c e  w ill be m a rk e d  by  in s ta b ili ty  
in  ex p o rt p r ic e s ,  v o lu m es, and v a lu e s . To m in im ize  the e ffec ts  of 
the in s ta b ility  of com m odity  ex p o rt p r ic e s  and v a lu e s  on a  c o u n try 's  
to ta l ex p o rt e a rn in g s , i t  is  ad v isa b le  th a t a  co u n try  d iv e rs ify  its  
ex p o rt b a se , and a s  i t  w as s ta te d  b e fo re , M exico h as  the m o st d iv e r ­
s if ied  ex p o rt b a se  in  L a tin  A m erica .
The p r ic e  f lu c tu a tio n s  of M ex ico 's  to ta l ex p o rts  fo r  the p e r io d  
1958-1966 a s  w e ll a s  the p r ic e  flu c tu a tio n s  of the  ex p o rts  of the 
developed c o u n tr ie s , the le s s -d e v e lo p e d  c o u n tr ie s , L a tin  A m erica , 
the U nited S ta te s , and som e of the la r g e r  L a tin  A m eric an  c o u n tr ie s  
can  be o b se rv e d  in  T ab le  32. It should  f i r s t  be no ted  th a t the s ta b ili ty  
of ex p o rt p r ic e s  is  p a r t ia l ly  a  function  of the s iz e  of the econom ic u n it 
d iscu ssed . O bviously, in  an  econom ic u n it such  a s  "the developed 
c o u n tr ie s"  a  v e ry  h igh  d eg ree  of ex p o rt d iv e rs if ic a tio n  is  im p lic it, 
y ield ing  p ro b ab ly  a g re a te r  d eg ree  of ex p o rt p r ic e  s ta b ility  than  the 
m a jo r ity  of the ind iv idual developed co u n tr ie s  w ould p o s se s s . I t is , 
th e re fo re , unw ise to  co m p are  ex p o rt p r ic e  s ta b ili ty  fo r  such  a la rg e  
econom ic u n it to ex p o rt p r ic e  s ta b ility  fo r any  one country .
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TA BLE 32
THE COM PARATIVE PRICE STABILITY OF M EXICO'S 
EX PORTS (1958 = 100)
C ountry  o r  re g io n 1958 1959 i 960 1961 1962
D eveloped
co u n trie s 100 95 98 101 98
L e ss -d e v e lo p e d
co u n trie s 100 97 99 96 94
L a tin  A m e ric a 100 93 94 . 93 91
U nited Kingdom 100 99 101 101 102
U nited S ta tes 100 100 101 103 102
F ra n c e 100 93 96 96 96
G erm any 100 99 101 106 107
M exico 100 95 98 101 98
A rg en tin a 100 103 108 107 99
B ra z il 100 85 83 85 80
C hile 100 111 115 108 110
C olom bia 100 87 87 84 80
P e ru 100 102 103 100 103
S o u rces: C a lcu la ted  fro m : In te rn a tio n a l M o n eta ry  Fund, In te r -
n a tio n a l F in a n c ia l S ta t is t ic s , XXI, No. 6 (June, 1968); 
U nited  N ations, E conom ic C o m m issio n  fo r  L a tin  A m e rica , 
E conom ic  S u rv ey  of L a tin  A m eric a , 1967 (E /C N . 12/ 
808 /R ev . 1), 1969.
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TA BLE 32--C o n tin u e d
1963 1964 1965 1966 M ean
v alu e
A v erag e
d ev ia tio n
106 112 108 110 102 2. 0
96 100 102 103 99 2 ,4
93 101 102 105 97 4. 6
105 107 109 113 104 3. 9
102 103 106 107 103 1. 9
96 98 101 102 98 2. 4
106 107 109 111 105 3. 1
106 112 108 110 103 5. 1
108 119 119 154 113 11. 8
83 95 100 100 90 7. 7
110 117 127 • • 112 5. 5
78 92 91 87 87 4. 7
107 121 122 138 111 11. 0
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In  co m p arin g  the developed  c o u n tr ie s  to the le ss-d ev e lo p ed  
c o u n tr ie s  (T ab le  32) i t  can  be o b se rv e d  th a t th e r e  w as no s ig n ifican t 
d iffe ren ce  b e tw een  the  e x p o rt p r ic e  s ta b il i ty  of the fo rm e r  c o u n tr ie s  
and the la t te r  c o u n tr ie s  a s  m e a s u re d  by  the  a v e ra g e  d e riv a tio n  of 
ex p o rt p r ic e s  f ro m  th e  m ean  fo r  the p e r io d  1958-1966 (2. 0 v e rs u s  
2. 4 re sp e c tiv e ly ) . I t  shou ld  be noted , how ever, th a t the m ean  va lue  
of ex p o rt p r ic e s  fo r  the developed  c o u n tr ie s  fo r  the p e rio d  w as 103 
(1958 = 100) a s  opposed  to a m ean  v a lu e  of e x p o rt p r ic e s  fo r the l e s s -  
developed  c o u n tr ie s  of 99- T his i l lu s t r a te s  the o ften  n eg lec ted  po in t 
th a t a  h igh d e g re e  of e x p o rt p r ic e  flu c tu a tio n  a ro u n d  an  upw ard  m oving 
m ean  ex p o rt p r ic e  m ay  c e r ta in ly  be m o re  d e s ira b le  than  a low d e g re e  
of ex p o rt p r ic e  f lu c tu a tio n  aro u n d  a  d im in ish in g  m ean  ex p o rt p r ic e .
F lu c tu a tio n s  in  the p r ic e s  of L a tin  A m e ric a n  ex p o rts  a p p e a r  to 
have b een  m uch  g re a te r  (4. 6) than  e x p o rt p r ic e  flu c tu a tio n s  fo r  both, 
th e ’developed  and  le s s -d e v e lo p e d  c o u n tr ie s  fo r  the p e r io d  1958- 
1966 . I t  shou ld  a lso  be  no ted  th a t L a tin  A m e r ic a 's  m ean  ex p o rt p r ic e  
fo r  the p e r io d  w as only  97. E x p o rt p r ic e  s ta b il i ty  fo r the la r g e r  
L a tin  A m e ric a n  c o u n tr ie s  v a r ie d  c o n s id e ra b ly  fo r  the p e rio d  1958- 
1966 . W hile C o lo m b ia 's  e x p o rt p r ic e  a v e ra g e  d e r iv a tio n  w as r e la t iv e ­
ly  low (4. 7), C o lo m b ia 's  m ean  ex p o rt p r ic e s  w as a lso  low (87). I t  
w ould th e re fo re  be u n w a rra n te d  to  sa y  th a t C olom bia ach ieved  a m o re  
s a tis fa c to ry  e x p o rt p e rfo rm a n c e  than , fo r  exam ple , A rg en tin a . W hile 
A rg en tin a  h a d  a  high d e g re e  of ex p o rt p r ic e  in s ta b il i ty  fo r the p e r io d
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(11. 8), A rg e n tin a  a lso  ex p e r ie n c e d  a s h a rp  r i s e  in  e x p o rt p r ic e s  w ith 
a  m ean  e x p o rt p r ic e s  fo r  the p e r io d  of 113.
In c o m p a r iso n  to  the  o th e r  L a tin  A m e ric a n  c o u n tr ie s  l is te d  in 
T ab le  32, M e x ic o 's  e x p o rt p r ic e s  w ere  re la t iv e ly  s ta b le  (5. 1) fo r the 
p e r io d  1958-1963. M o re o v e r , th is  s ta b ili ty  o c c u r re d  a ro u n d  an  up­
w a rd  m oving m ean  e x p o rt p r ic e  (103). In co m p a riso n  to the ex p o rt 
p r ic e  s ta b il i ty  o f.the  U nited  S ta te s  (1. 9), the U nited  K ingdom  (3. 9), 
F ra n c e  (2 .4 ), and  G erm an y  (3. 1), the s ta b ili ty  of M e x ic o 's  ex p o rt 
p r ic e s ,  h o w ev er, show s m uch  room  fo r  im p ro v em en t.
The d e g re e  to  w hich  e x p o rt p r ic e  f lu c tu a tio n s  a ffec t a  c o u n try 's  
dev elo p m en t e f fo r ts  is  a  su b je c t fo r co n jec tu re . T h a t such  f lu c tu a ­
tio n s  a r e  h a rm fu l can , h o w ev er, be v e r if ie d  by the e f fo r ts  of l e s s -  
developed  c o u n tr ie s  to  e s ta b lis h  com m odity  a g re e m e n ts  (such a g re e ­
m en ts  e x is t  fo r  co ffee , su g a r, tin , and w heat) and  to  d iv e rs ify  th e ir  
e x p o rt b a s e s .
M exico  h as  b een  re la t iv e ly  s u c c e ss fu l in d iv e rs ify in g  i ts  ex ­
p o r t  b a se . The e ffe c ts  of th is  d iv e rs if ic a tio n  can  b e  see n  in  the 
r e la t iv e  s ta b il i ty  of M ex ic o 's  ex p o rt p r ic e s  by  L a tin  A m e ric a n  s ta n ­
d a rd s . B y W e s te rn  E u ro p e a n  and U nited S ta te s  s ta n d a rd s , how ever, 
g r e a te r  p r o g re s s  in  e x p o rt p r ic e  s ta b iliz a tio n  can  s t i l l  be  m ade in 
M exico.
The s t r u c tu r a l i s t  a rg u m en t, how ever, goes f a r  beyond the 
h y p o th esis  th a t s tr u c tu r a l  fo rc e s  e x is t w hich  give r i s e  to flu c tu a tio n s
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in  com m odity  e x p o rt p r ic e s .  As s ta te d  b e fo re , the s t r u c tu r a l is t  a lso  
a rg u e  th a t the p re se n c e  of s t r u c tu ra l  o b s ta c le s  h as s e r io u s ly  r e ta rd e d  
the a b ility  of le  s s - developed  c o u n tr ie s  to expand th e ir  ex p o rts  of 
p r im a ry  p ro d u c ts . I t  is  th is  a rg u m en t th a t w e w ill now exam ine.
O b stac les  to the  expansion  of L a tin  
A m e r ic a 's  and  M ex ico 's  ex p o rts
The a p p a re n t in a b ility  of L a tin  A m e r ic a 's  ex p o rt ea rn in g s  and 
M ex ic o 's  e x p o rt e a rn in g s  to  keep  pace w ith  the  g row th  of w orld  e x ­
p o r t e a rn in g s  h a s  b een  p r im a r i ly  a ttr ib u te d , by  the s tr u c tu r a l is ts ,  
to  the ex is te n c e  of s tru c tu r a l  dem and o b s ta c le s  w hich  have s e rv e d  
to  r e t a r d  the g row th  of p r im a ry  p ro d u c t e x p o rts . F o re m o s t  am ong 
th e se  o b s ta c le s  is  the o ften  c ited  low incom e e la s t ic i ty  of dem and of 
the in d u s tr ia l iz e d  na tio n s  fo r  food p ro d u c t and  raw  m a te r ia l  ex p o rts  
of le s s -d e v e lo p e d  c o u n tr ie s .
A cco rd in g  to R aul P re b is c h , fo r e v e ry  one p e r  cen t of p e r  
cap ita  in c re a s e  of incom e in  the U nited S ta te s , im p o rts  of p r im a ry  
goods ten d  to  in c re a s e  by only 0, 6 p e r  cen t, w hile  im p o rts  of m anu­
fa c tu re d  goods tend  to in c re a s e  by  o v er one p e r  cen t. If th is  is  tru e , 
then  i t  is  u n d e rs ta n d ab le  why L a tin  A m e r ic a 's  s h a re  and  M ex ico 's  
sh a re  of w o rld  tra d e  have b een  declin ing . It is  a lso  im p o rta n t to note 
th a t a s  a  co u n try  b eco m es  w e a lth ie r , i ts  incom e e la s tic i ty  of dem and
A s c ite d  in: Z im m erm an , P o o r L an d s, R ich  L ands: The
W idening G ap, p. l60 .
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fo r  p r im a ry  p ro d u c ts  in  g e n e ra l a p p e a rs  to  d ec line  w hile i ts  incom e 
e la s tic i ty  of dem and fo r  m an u fac tu red  goods a p p e a rs  to re m a in  s tab le  
o r to  even  to in c re a s e  during  the e a r l i e r  s ta g e s  of developm ent.
T h is  w ould s e e m  to  in d ica te  tha t, c e te r is  p a r ib u s , the r a te  of the 
d ec lin e  in  L a tin  A m e r ic a 's  sh a re  and M ex ic o 's  sh a re  of w o rld  ex­
p o r ts  w ill p ro b ab ly  in c re a s e  a s  the  w o rld  incom e in c re a s e s .  As seen  
in  T ab le  31, th e re  ap p e a rs  to be a  s tro n g  in v e rse  re la tio n sh ip  be tw een  
a  c o u n try 's  incom e e la s tic i ty  of dem and fo r  food p ro d u c ts  and  raw  
m a te r ia ls  and  th a t c o u n try 's  p e r  c ap ita  incom e, i, e. , the h ig h e r the 
c o u n try 's  p e r  c a p ita  incom e, the low er b eco m es  th a t c o u n try 's  in ­
com e e la s t ic i ty  of dem and fo r p r im a ry  p ro d u c ts . I t can  be o b se rv e d  
f ro m  T ab le  33 th a t in  such  high p e r  c a p ita  incom e co u n tr ie s  a s  the 
U nited S ta te s , the p r in c ip a l m a rk e t fo r  M ex ic o 's  ex p o rts  in c re a s e d  
grow th in  p e r  c ap ita  incom e w ill r e s u l t  in  v ir tu a lly  no in c re a s e  in  the 
dem and fo r  m any  p r im a ry  p ro d u c ts . I n c re a s e s  in  the dem and fo r 
such  p r im a ry  p ro d u c ts  in  the U nited S ta te s  w ill th e re fo re  be la rg e ly  
lim ite d  to the popu lation  grow th ra te .
T hose  fa c to rs  m o st o ften  c ited  a s  co n trib u tin g  to the low in ­
com e e la s t ic i ty  of dem and  fo r p r im a ry  p ro d u c ts  a re : (1) the e ffec ts  
of E ngel's  Law on the dem and fo r a g r ic u l tu ra l  foodstuffs; (2) the su b ­
s titu tio n  of sy n th e tic s  fo r  n a tu ra l  raw  m a te r ia ls  in  v a rio u s  p ro d u c tio n  
p ro c e s s e s ;  (3) the m in im iza tio n  of raw  m a te r ia l  inputs p e r  u n it of 
p ro d u c t ou tpu t by in d u s try  th ro u g h  technology; and  (4) the sh if t to w ard
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TA BLE 33
P R O JE C T E D  1970 INCOME ELA STICITIES OF DEMAND 
F O R  SEL EC TE D  PRIM ARY PRODUCTS
C oun try  o r 
R egion
P ro d u c t
S ugar C offee C acao F ib e r s C a lo r ie s
S o u th east A sia 1. 3 1 .5 0. 8 1. 1 0. 6
Jap an 0. 8 1. 5 0. 7 0. 9 0. 2
Me d ite  r  r  ane an  
co u n tr ie s 0. 8 1. 0 0. 5 0. 8 0. 2
E .E .  C. C o u n tr ie s 0. 5 0. 6 0. 3 0. 5 0. 1
U nited S ta te s 0. 0 0. 3 0. 1 0 -0 - p. 03
S o u rce : L ou is J . Z im m erm an , P o o r  L an d s, R ich  L ands: The
W idening G ap (New Y orkl R andom  H ouse, 1965), p. l6 0 .
le s s  m a te r ia l- in te n s iv e  p ro d u c ts  in  m an u fac tu rin g .
W ith r e s p e c t  to the  e ffec ts  of Engel's Law on the dem and  fo r  
a g r ic u l tu ra l  fo o d stu ffs , i t  h a s  b een  o ften  o b se rv e d  th a t the p e r  ca p ita  
consum ption  of such  a g r ic u l tu ra l  p ro d u c ts  a s  m e a ts  (o ther th an  beef), 
w heat and o th e r  g ra in s , su g ar coffee, and cocoa h a s  ten d ed  to re m a in  
co n s ta n t o r  d e c re a s e  o v e r  long p e r io d  of tim e  in  the h ig h ly  in d u s tr ia l ­
iz e d  n a tio n s . F o r  exam ple , the p e r  c a p ita  annual consum ption  of 
su g a r in  the U nited  S ta te s  in  1930 w as 110 pounds, w hile  the p e r  
c ap ita  an n u al consum ption  of su g a r  in  1964 in  the u n ited  S ta te s  w as
195
only 96 pounds. S im ila r  changes in  the  U nited S ta te s ' p e r  c a p ita  
annual co n su m p tio n  o c c u r re d  fo r  the  follow ing p ro d u c ts : m e a ts  (o ther 
th an  b ee f), 80 pounds in 1930 to  73 pounds in 1964; w heat, 174 pounds 
in  1930 to  119 pounds in  1964; and  o th e r  g ra in s , 67 pounds in  1930 
to 44 pounds in  1964.
C hanges in  in d u s tr ia l  raw  m a te r ia l  re q u ire m e n ts  in  in d u s ­
t r ia l iz e d  n a tio n s  have a lso  r e ta rd e d  th e ir  dem and fo r  p r im a ry  p ro d ­
u c ts .  B e la  B a la s s a  la rg e ly  a t t r ib u te d  the poor p e rfo rm a n c e  of a g r i ­
c u ltu ra l raw  m a te r ia l  e x p o rts  f ro m  1955 to I 9 6 I (the va lue  of su ch  
e x p o rts  d e c lin ed  by  five p e r  c en t d u rin g  th a t p e rio d ) to  the e ffe c ts  of 
sy n th e tic  su b s titu tio n  fo r  raw  m a te r ia ls  on the dem and  fo r  a g r ic u l tu r a l  
raw  m a te r ia ls  b y  the developed  c o u n tr ie s . B e la  B a la s s a  o b se rv e d  
th a t w h e re a s  sy n th e tic  ru b b e r  p ro d u c tio n  w as n e g lig a b le in  1938, by  
1955 the  s h a re  of n a tu ra l  ru b b e r  in  ru b b e r  consum ption  fe ll  to 42 p e r  
c en t in  th e  U nited  S ta te s . D uring  th e  sa m e  p e r io d  of tim e  the s h a re  of 
co tton  and  w ool in  the f ib e r  co n su m p tio n  of the  U nited S ta te s  and 
W e s te rn  E u ro p e  fe l l  f ro m  n in e ty  p e r  cen t to sev en ty -tw o  p e r  cen t.
The OAS h a s  r e p o r te d  th a t w hile  the  o v e ra ll  consum ption  of f ib e r s  in
29
OAS, T he A llian ce  fo r  P r o g r e s s  and  L a tin  A m e ric a n  
D evelopm en t P ro s p e c ts :  A F iv e  Y ear R eview , 1961-1965, p. 68.
30
B a la s s a ,  T ra d e  P ro s p e c ts  fo r  D eveloping C o u n tr ie s ,
p. 6.
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the U nited S ta te s  in c re a s e d  a t the annual r a te  of fo u r p er cen t b e tw een  
1959 and  1964 , thé o v e ra ll  consum ption  of co tton  and w ool n e a r ly  r e ­
m ain ed  s ta t io n a ry  b e tw een  1959 and 1964. A lm o st the e n tire  in c re a s e  
in  the U nited  S ta te s ' te x tile  f ib e r  con su m p tio n  fo r  th is  p e rio d  w as
o 2
acco u n ted  fo r  by  sy n th e tic  f ib e rs .
The d e g re e  to  w hich any of the above m en tioned  four f a c to rs  
has c o n tr ib u ted  to low incom e e la s t ic i t ie s  of dem and  fo r p r im a ry  
p ro d u c ts  in  the  developed  c o u n tr ie s  is  c o n je c tu ra l. T hat th e  in co m e 
e la s tic i ty  of d em an d  fo r  p r im a ry  p ro d u c ts  in  developed  c o u n tr ie s  is  
low, h o w ev er, is  an  a c c e p te d  fac t.
The g row th  of w o rld  dem and fo r  p r im a r y  p ro d u c t ex p o rts  
f ro m  L a tin  A m e r ic a  and M exico fa c e s , h o w ev er, g re a te r  o b s ta c le s  
than  the low in co m e e la s t ic i ty  of dem and  fo r  p r im a ry  p ro d u c ts . 
A no ther m a jo r  o b s ta c le  to the grow th of dem and  fo r  L a tin  A m e ric a n  
and M exican  p r im a r y  p ro d u c t ex p o rts  is  to  be  found in  the p ro te c tio n -  
a l i s t  com m odity  p o lic ie s  of the  developed  n a tio n s . The in d u s tr ia l iz e d  
co u n tr ie s  em ploy  a  w hole s e r ie s  of h igh ly  p ro te c tio n is t  com m odity  
m e a s u re s - -h ig h  im p o r t  d u tie s , c u s to m s p re fe re n c e s ,  q u an tita tiv e  r e ­
s tr ic t io n s ,  su b s id ie s  to d o m estic  p ro d u c tio n  and  export, and e x p o rt 
s a le s  of a g r ic u l tu r a l  s u rp lu s e s  on v e ry  fa v o ra b le  te rm s . W hile so m e 
of th e se  m e a s u re s  s e rv e  to d ire c tly  exclude L a tin  A m erican  and
31 OAS, The A llian ce  fo r P r o g r e s s  and  L a tin  A m erican  D evelop ­
m en t P ro s p e c ts ;  A F iv e  Y ear Review , I 9 6 I - I 965 , p. 68.
197
M exican  e x p o rts  f ro m  d o m estic  m a rk e ts ,  o th e r  m e a s u re s ,  such  a s  
the p ro m o tio n  of d o m e stic  com m odity  p ro d u c tio n  and export, and the 
g ran tin g  of e x c lu s iv e  tra d e  p re fe re n c e s , s e rv e  to in d ire c tly  red u ce  
the m a rk e t p o ten tia l of L a tin  A m erican  and M exican  ex p o rts .
L a tin  A m e ric a n  eco n o m ists  have fo cu sed  a  g re a t  d ea l of 
w o rld  a tten tio n  on the h igh  im p o rt du ties  th a t som e in d u s tr ia liz e d  
n a tio n s  im pose  on the p r im a ry  p ro d u c t ex p o rts  of le s s -d e v e lo p e d  
c o u n tr ie s . R om ulo A. F e r r e r o ,  using  d a ta  su p p lied  by a  1961 C on­
g re s s io n a l C o m m ittee  s tudy  of tra d e  r e s t r a in t s  in  in d u s tr ia liz e d  n a ­
tio n s , h as  c a lc u la te d  the a v e ra g e  ad  v a lo re m  ta r if f s  on s e le c te d  
a g r ic u ltu ra l  p ro d u c ts  and  in d u s tr ia l  goods fo r  the  follow ing c o u n tr ie s :
O ^
Japan , 54 p e r  cen t and  19 p e r  cen t r e sp e c tiv e ly , A u s tr ia , 42 p e r  
cen t and 19 p e r  cen t re sp e c tiv e ly ; Ita ly , 29 p e r  c e n t and l6  p e r  cen t 
re sp e c tiv e ly ; G erm an y , 23 p e r  cen t and 9 p e r  cen t re sp e c tiv e ly ; F ra n c e , 
22 p e r  cen t and  15 p e r  cen t re sp e c tiv e ly ; the U nited  Kingdom , 10 p e r  
cen t and 17 p e r  cen t re sp e c tiv e ly ; and the U nited  S ta te s , 8 p e r  cen t 
and 11 p e r  c en t re sp e c tiv e ly . C hanges have, h o w ev er, tak en  p lace  
in  p r im a ry  p ro d u c t im p o rt ta r if f s  in  m o re  r e c e n t  y e a r s ,  b u t not a l l  of
32 R es tric tio n so f  a g r ic u ltu ra l  co m m o d itie s  v a ry  g re a tly  depend­
ing on the n a tu re  of th o se  co m m o d ities. B e la  B a la s s a  in  T ra d e  P r o s -  
p e c ts  fo r  D eveloping C o u n trie s  c ite s  the r a th e r  low le v e l of p ro te c ­
tio n  in  the c a s e  of t ro p ic a l  and te m p e ra te  p ro d u c ts , and the h igh  le v e ls  
of p ro te c tio n  fo r  com peting  p r im a ry  p ro d u c ts .
3^ F e r r e r o ,  "The In te rn a tio n a l T ra d e  of L a tin  A m erica , " p. 37.
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th e se  changes have b e n e fited  L a tin  A m e ric a  and the  le s s -d e v e lo p e d
c o u n tr ie s . The EC  LA in  evaluating  the r e s u l ts  of UNCTAD II in
New D elh i in  I 968 and the  p ro g re s s  of GATT n eg o tia tio n s  h as  o b se rv e d
th a t w h ile , " . . .  ta r if f  c o n cess io n s  o r  re d u c tio n s  w e re  n eg o tia ted
fo r som e of the p ro d u c ts  of the developing c o u n tr ie s , nothing w as
done to  rem o v e  the  b a s ic  o b s ta c le s  th a t p re v e n t th e se  p ro d u c ts  f ro m
gaining a c c e s s  to the developed  c o u n tr ie s ' m a rk e ts  on s a tis fa c to ry  
34
te rm s .  " The su pposed  w o rld  m ovem en t to w ard s  tr a d e  l ib e ra l iz a ­
tion , in  the  v iew  of the EC LA, h as  r e s u l te d  in  a  su b s ta n tia l red u c tio n  
of im p o rt ta r if f s  and  qu an tita tiv e  r e s t r ic t io n s  fo r  m an u fa c tu red  goods, 
thus p ro m o tin g  the  tra d e  of the in d u s tr ia liz e d  n a tio n s . The gains of 
the le ss -d e v e lo p e d  n a tio n s , how ever, have b een  m a rg in a l.
In  the  c a s e  of the E E C , p ro te c tio n a lis t  ta r if f  p o lic ie s  m igh t 
even becom e m o re  r e s t r ic t iv e  in  the fu tu re  than  they  have b een  in  the 
p a s t. At the end of 1967 a lm o s t ha lf of the E E C 'S  a g r ic u l tu ra l  p ro d u c ­
tion  w as su b je c t to the E u ro p ean  A g ric u ltu ra l G uidance and G u aran tee  
F und  (EAGGF). P ro d u c ts  a lre a d y  su b je c t to the EAGGF include c e r ­
e a ls , p o rk , r ic e ,  o ilse e d s , and beef. The two m a jo r  functions of the 
EAGGF a r e  the e s ta b lish m e n t of a  s ing le  p r ic e  fo r a g r ic u ltu ra l  p ro d ­
u c ts  exchanged  in  the com m unity , the ad ju s tm e n t of th e  p r ic e s  of
^^U nited  N ations, In d u s tr ia l  D evelopm ent O rg an iza tio n , "L a tin  
A m e ric a  and  the  Second S ess io n  of UNCTAD^ " E conom ic  B u lle tin  fo r 
L a tin  A m e ric a , XXIII, No. 1, 1968, p. 5.
^®Ibid.
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th ird  c o u n try  im p o rts  to the  s in g le  p r ic e  of the com m unity , and the 
su b s id iza tio n  of com m unity  p ro d u c e rs . The EAGGF h a s  n o t only 
fu r th e r  s tiffen ed  an  a lre a d y  r ig id  p a t te rn  of a g r ic u l tu ra l  p ro te c tio n  in  
EAGGF, bu t b ecau se  a h igh  p ro p o r tio n --a b o u t 50 p e r  c e n t- -o f  the 
EAGGF re s o u rc e s  co m es f ro m  the p r ic e  ad ju s tm e n t d u tie s  on th ird  
co u n try  im p o rts , the EAGGF h as  c r e a te d  a s itu a tio n  w h e re  the l e s s -  
developed c o u n tr ie s  w ill be d ire c t ly  su b sid iz in g  the p ro d u c tio n  of 
com peting  a g r ic u ltu ra l  p ro d u c ts  in  the  EE C . ^
S erio u s  as  d i r e c t  ta r if f  r e s t r a in t s  a re ,  h o w ev er, th ey  p ro b ab ly  
r e p re s e n t  only  a f ra c t io n  of the r e s t r a in t s  im p o sed  by the  developed  
na tions on the p r im a ry  p ro d u c t e x p o rts  of the le s s -d e v e lo p e d  coun­
t r i e s .  W hile th e se  r e s t r a in t s  of tra d e  a re  too n u m e ro u s  to d isc u s s  in  
depth, som e of the m o s t s ig n if ic an t r e s t r a in t s  w ill be s in g led  out 
fo r com m ent.
As i t  w as n o ted  above, the  U nited S ta te s ' a v e ra g e  ad  v a lo re m  
ta r if f  on a g r ic u l tu ra l  p ro d u c ts  is  v e ry  low in  c o m p a riso n  to such  
ta r if f s  in  Jap an  and  the EC C c o u n tr ie s . In th a t the U nited  S ta te s  is  
M ex ico 's  p r im e  m a rk e t  fo r  a g r ic u l tu r a l  p ro d u c ts , one m ig h t be led  
to b e liev e  th a t the a fo rem e n tio n e d  r e s t r a in t s  to tra d e  m ig h t apply  
le s s  to M exico than  to  o th e r  le  s s - developed  c o u n tr ie s . In  r e a li ty , 
how ever, M exican  and  L a tin  A m e ric a n  ex p o rts  to the U nited  S ta tes
36Ib id . ,  pp. 10-11.
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have b een  in c re a s in g ly  en co u n te rin g  p ro te c t io n a lis t  r e s t r a in ts  in  the
U nited  S ta te s  in  the fo rm  of q u an tita tiv e  r e s t r a in t s .
As a  founding m e m b e r  of the O rg an iza tio n  of A m eric an  S ta te s
(OAS), the  U nited  S ta te s  h as  b een , a t  l e a s t  on p a p e r , d ed ica ted  to the
e lim in a tio n  of r e s t r a in t s  to in te r -A m e r ic a n  tra d e . T ow ards th is  end,
the U nited S ta te s  in  1966 a b o lish ed  im p o r t  quo tas on lead  and  zinc
o re s  and  c o n c e n tra te s , w hich h ad  f i r s t  b e e n  im p o sed  in  1958. In
th a t  sam e y e a r ,  the U nited  S ta te s  re d u c e d  im p o r t  co n tro ls  and  d u ties
on som e o ilse e d s  and v a r io u s  o r e s ,  and  e lim in a te d  the two p e r  cen t
duty  on so lu b le  coffee. A lso , the v o lu n ta ry  30 p e r  cen t re d u c tio n  of
the U nited  S ta te s  in  the  co tton  a c re a g e  p la n te d  fo r  the 1966-1967 c ro p  
37y e a r  im p ro v e d  the co m p e titiv e  p o s itio n  of L a tin  A m e ric a n  and  
M exican  e x p o rts  of co tton.
T h e se  fa v o ra b le  deve lo p m en ts  w e re , h o w ev er, o ffse t by  in ­
c r e a s e d  p ro te c tio n is m  in  o th e r  a r e a s .  In  1965 an  am en d m en t to the 
1948 S ugar A ct w as p a s s e d  (to be  in  fo rc e  u n til 1971), red u c in g  the 
re la t iv e  s h a re  of fo re ig n  p ro d u c e rs  in  the  d o m estic  m a rk e t by  20. 4 
p e r  cen t (fro m  2 .8 4  to  2. 26 m illio n  to n s). In th a t L a tin  A m e r ic a 's
37
I b id . , p. 14.
^^ It shou ld  be  po in ted  out th a t w h ile  the  U nited  S ta te s  d id  r e ­
duce i ts  co tto n  c ro p  c o n s id e ra b ly  in  1966-1967, M exico a t  th e  r e q u e s t  
of the  U nited S ta te s  a lso  re d u c e d  i ts  co tto n  ou tput, f ro m  2. 5 m illio n  
b a le s  in  1965-1966 to  2. 0 m illio n  b a le s  in  1967-1968. The gain  to 
M exico  by  the U nited  S ta te s ' a c tio n  h a s , th e re fo re ,  p ro b ab ly  b een  
o v e rs ta te d .
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s h a re  of the U nited  S ta te s ' su g a r m a rk e t  had  a lre a d y  d ec lin ed  f ro m  
3 6 .3  p e r  cen t in  1948 to 21. 0 p e r  cen t in 1965, th is  ad d itio n a l r e s t r i c ­
tio n  w as v iew ed  w ith  ap p re h e n s io n  by  m a jo r  L a tin  A m e ric an  su g a r  
p ro d u c e rs  such  a s  M exico . C o n g re s s io n a l A ct 88-442 in  e ffec t 
s in ce  1967 m a k e s  m e a t im p o rts  su b je c t to  quotas r e s t r ic t in g  th e ir  
vo lum e to the  1959-1963 le v e ls . T h is  a c t  a lso  in c lu d es  p ro v is io n s  
fo r  the ex ten s io n  of quotas to m e a t p ro d u c ts  no t c o v e red  by  the  a c t. 
A rg e n tin a 's  and  U ru g u ay 's  m e a t e x p o rts  to the U nited S ta tes  w ill 
not, h o w ev er, b e  a ffec ted  by  th is  a c t  in  th a t th e ir  m e a t e x p o rts  to 
the U nited  S ta te s  have a lre a d y  b een  s e v e re ly  r e s t r i c te d  by  s a n ita ry  
co n tro ls . S ince 1967 the U nited  S ta te s  S enate  h a s  c o n s id e re d  a 
w ide v a r ie ty  of b i l ls  d es ig n ed  to in c re a s e  quotas on a g r ic u l tu ra l  
p ro d u c ts  and  p ro c e s s e d  a g r ic u l tu ra l  p ro d u c ts . N eed less  to say , such  
b i l ls  have c r e a te d  a  g re a t  d ea l of c o n s te rn a tio n  in  L a tin  A m e ric a .
One ac tio n  th a t h a s  b een  p a r t ic u la r ly  o ffen siv e  to M exico h a s  been  
the tom ato  im p o r t  r e s t r ic t io n s .  A t the re q u e s t  of the F lo r id a  C om ­
m itte e  of T om ato  G ro w e rs , the U nited  S ta te s  D e p a rtm e n t of A g r ic u l­
tu re  h a s  p r o g re s s iv e ly  adop ted  r e s t r i c t iv e  m e a s u re s  d ire c te d  a t  the 
im p o rta tio n  of M ex ican  to m a to es  in to  the  U nited S ta te s - - th e  m a jo r  
m a rk e t  fo r  M ex ican  to m a to e s . On M ay 8, 1968 the U nited S ta te s
p. 15.
39U. N . , "L a tin  A m e ric a  and  the  Second S ess io n  of UNCTAD, "
40 41
Ibid . Ibid.
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D e p a rtm e n t of A g ric u ltu re  announced  th a t to m ato es  le s s  than  6, 35 
c e n tim e te r s  in  d ia m e te r  cou ld  no t be im p o rte d  into the  U nited  S ta te s . 
On A p ril 27, 1970 th is  r e s t r i c t io n  w as extended to to m a to es  le s s  
th an  7. 25 c e n tim e te rs  in  d ia m e te r . The U nited S ta te s  ' tom ato  
g ro w e rs  p o in ted  ou t th a t th is  a c tio n  w as n e c e s s a ry  to  m a in ta in  the 
p r ic e s  of to m a to es  in  the U nited  S ta te s  ' m a rk e t. The p re s id e n t  of 
M ex ic o 's  N ational Union of V egetab le  G ro w ers , A lfredo  C a rea g a  
C e d re ro s , c o n te s te d  th is  a rg u m e n t by  pointing out th a t c u r re n t  
tom ato  p r ic e s  a r e  h ig h e r th an  they  have ev e r b een  b e fo re . He con ­
ten d ed  th a t  th e se  r e s t r ic t io n s  only  b en efited  a  sm a ll g roup  of F lo r id a  
g ro w e rs . A lfredo  C a rea g a  C e d re ro s  a lso  fo re c a s te d  a  40 p e r  cen t 
dec lin e  in  the  v a lu e  of M ex ic o 's  tom ato  ex p o rts  o v er the n ex t s e v e ra l  
y e a rs  a s  a  r e s u l t  of th e se  a c tio n s . F u r th e rm o re , the 1968 r e s t r i c ­
tio n  announcem ent cam e only  tw enty  days b e fo re  the  M exican  h a rv e s t ,  
a  fa c to r  w hich  c o n trib u ted  g re a t ly  to the ind ignation  of the  M exican  
p ro d u c e rs .
T h is  a c tio n  on the  p a r t  of the U nited S ta te s  has  b een  v iew ed  
w ith  c o n s id e ra b le  a la rm  in  M exico  fo r  s e v e ra l  r e a s o n s .  F i r s t ,  the 
e x p o rt of to m a to es  h as  b e en  a  k ey  p a r t  of M ex ico 's  a tte m p ts  to d i­
v e r s i fy  i t s  e x p o rt b a se . M ex ic o 's  e x p o rts  of to m a to es  ro s e  fro m
"F o re ig n  T ra d e , " C o m erc io  E x te r io r  de M exico, XVI, 
no. 6 (June, 1970), p . 10.
y i A  ....................  ................................  ..........................
■^"Foreign T ra d e , " C o m erc io  E x te r io r  de M exico, XV, 
No. 7 (Ju ly , 1969), p. 14.
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307 m illio n  p eso s  in  1963 to  788 m illio n  p eso s  in  1967, W hile M ex ico 's  
to ta l e x p o rt e a rn in g s  in c re a s e d  by  18. 2 p e r  cen t fo r  the  p e rio d  1963- 
1967 , the v a lu e  of M ex ico 's  tom ato  e x p o rts  in c re a s e d  by 156, 7 p e r  
c en t fo r  the  p e r io d  w ith  the r e s u l t  th a t tom ato  ex p o rts  re p re s e n te d  
5. 5 p e r  c en t of the va lue  of M ex ic o 's  e x p o rts  in  1967. The v a lu e  of 
tom ato  e x p o rts  in  1968, how ever, f e l l  to 251 m illio n  p e so s  and in  
1969 the v a lu e  of tom ato  e x p o rts  w as on ly  303 m illio n  p eso s , ^4 ^ h e  
U nited S ta te s ' r e s t r ic t io n s  have, th e re fo re ,  had  a r a th e r  d is a s tro u s  
e ffec t on th is  a s p e c t  of M ex ic o 's  p ro g ra m  of e x p o rt d iv e rs if ic a tio n .
The U nited S ta te s ' tom ato  r e s t r ic t io n s  have a lso  touched  off a  r e -  
ev a lu a tio n  of th e  w hole M exican  e x p o rt d iv e rs if ic a tio n  p ro g ra m . The 
ab ility  of M exico to m a in ta in  th e  ra p id  g row th  of sh rim p , m elon , and 
s tr a w b e r ry  e x p o rts  in  the face  of a  grow ing fe a r  of U nited  S ta te s  p r o ­
te c tio n ism  m u s t be questioned . W ith r e s p e c t  to the tom ato  r e s t r i c ­
tio n s , the U nited  S ta te s  S enate F a r m  C o m m ittee  C h a irm an , A llen  J . 
E lle n d e r , d e c la re d  th a t the M exican  tom ato  w ould have no p ro b lem  
re ach in g  the U nited S ta te s  m a rk e t  p ro v id e d  i t  co m p lie s  w ith  the  
sp e c ific a tio n s  e s ta b lish e d  by the  fe d e ra l  a u th o r itie s .  45 ^ h e  log ic  of 
S en a to r E l la n d e r 's  o b se rv a tio n  m u s t c e r ta in ly  add  fu e l to M ex ic o 's  
f e a r s .
4 4
"T he P e r fo rm a n c e  of M e x ic o 's  E x p o rts , " C o m erc io  E x - 
t e r io r  de M ex ico , XVI, No. 6 (June, 1970), p. 6.
“^ ^Ibid.
204
W hile the p o s s ib ili ty  of in c re a s e d  q u an tita tiv e  im p o rt r e s t r i c ­
tio n s  in the U nited S ta te s  h as  b een  a grow ing so u rc e  of co n cern  to 
M exico and L a tin  A m e ric a , so h as  b een  the p ro sp e c t of in c re a s e d  
im p o rt d isc r im in a tio n  in  the E E C . L a tin  A m e ric a n  c o n c e rn  h as  so 
fa r  fo cu sed  m ain ly  on the E E C 's  g ran tin g  of p re fe re n c e s  to i ts  a s s o c ­
ia te d  A fric a n  s ta te s  fo r  im p o rts  of coffee, cocoa, and ban an as .
W h ereas  L a tin  A m e ric a n  ex p o rts  of th e se  p ro d u c ts  to the EEC a r e  
su b jec t to ad  v a lo re m  ta r i f f  r a te s  of 9- 6 p e r  cen t, 5. 0 p e r  cen t, and  
20. 0 p e r  cen t re sp e c tiv e ly , a s so c ia te d  s ta te s ' ex p o rts  of th e se  p ro d u c ts  
can  e n te r  the EEC duty f re e .  T his d isc r im in a tio n  has not thus 
fa r  p re c e p tiv e ly  p re ju d ic e d  L a tin  A m e ric a n  ex p o rts  of th ese  p ro d u c ts , 
a  po in t o ften  m ade by the EEC  to  a lla y  the f e a r s  of L a tin  A m erica .
The po in t, how ever, is  th a t EEC  a s s o c ia te  s ta te  m e m b e rsh ip  is  being  
expanded. In 1966 a s s o c ia te  m e m b e rsh ip  w as ex tended  to N ig e ria , a 
co u n try  th a t h as  n o t b een  linked  tra d it io n a lly  to co n tin en ta l E u ro p e .
The EEC h a s  a lso  n eg o tia ted  conditions of m e m b e rsh ip  w ith  K enya, 
Uganda, T an zan ia , A lg e ria , T u n is ia , and M orocco  in  re c e n t  y e a rs .
W ith the  p o s s ib ili ty  of a s so c ia te  m e m b e rsh ip  en co m p assin g  m uch  of 
A frica  (L a tin  A m e r ic a 's  m a jo r  p r im a ry  p ro d u c t co m p etitio n  am ong
^^U . N . , "L a tin  A m e ric a  and the Second S ess io n  of UNCTAD^ "
p. 11.
47 F e r r e r o ,  "The In te rn a tio n a l T ra d e  of L a tin  A m e rica , "
p. 39.
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the le s s -d e v e lo p e d  reg io n s), and  w ith  the  p o s s ib ili ty  of B r i t i s h  m e m ­
b e rs h ip  in  the  E E C  ex istin g , L a tin  A m e ric a  and M exico fa ce  the 
p ro s p e c t  of a  sh ru n k en  m a rk e t  fo r  th e ir  p r im a ry  p ro d u c t e x p o rts .
The EG LA  h a s  o b se rv e d  th a t, "T h is  p o licy  (the ex ten s io n  of p r e f e r ­
e n ces) su g g es ts  th a t, o v er the s h o r t  o r  m ed iu m  te rm , th is  type of 
sp e c ia l r e la tio n s h ip  be tw een  th e  com m unity  and A fric a  w ill p ro b ab ly  
be p ro g re s s iv e ly  extended , to  the d e tr im e n t  of the p o s itio n  of the 
o th e r  develop ing  re g io n s  in  the E E C  m a rk e t.
A lm o st a ll  of the p ro te c tiv e  m e a s u re s  th a t the developed  
c o u n tr ie s  h ave  ap p lied  to the p r im a r y  ex p o rts  of the  le ss -d e v e lo p e d  
c o u n tr ie s  have b een  d ire c te d  to w ard s  one e n d -- th e  p ro m o tio n  of do­
m e s tic  p ro d u c tio n  of p r im a ry  p ro d u c ts . T o w ard s  th is  end  the d ev e l­
oped c o u n tr ie s  have m e t w ith  a  g r e a t  d ea l of su c c e ss . W hile the 
E E C  h as  h is to r ic a l ly  r e l ie d  upon la rg e  im p o rts  of beef, w heat, su g a r, 
and c e r e a ls  to  s a tis fy  d o m estic  dem and, the  EEC  now (1968) h a s  a  
h igh  d e g ree  of s e lf -su ff ic ie n c y  in  th e se  p ro d u c ts : beef, 85 p e r  cent; 
w heat, 110 p e r  cen t; c e r e a ls ,  66 p e r  cen t; and su g a r, 97 p e r  cen t. 
B e la  B a la s s a  h a s  o b se rv e d  th a t foodstu ffs  im p o rts  (wheat, m a iz e , 
r ic e ,  b u tte r ,  s u g a r , and m ea t) fe l l  by 18 p e r  cen t in  W e s te rn  E u ro p e  
be tw een  1938 and  1956 w hile  W e s te rn  E u ro p e a n  con su m p tio n  of th e se
48
U. N . , "L a tin  A m e ric a  and  the Second S ess io n  of UNCTAD, "
p. 11.
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p ro d u c ts  in c re a s e d  by  14 p e r  cen t. I t  is  qu ite  p ro b ab le  th a t such  
a g r ic u l tu r a l  p ro m o tio n  in  in d u s tr ia l iz e d  c o u n tr ie s , e i th e r  th ro u g h  
p ro te c tio n  o r  su b sid y , h as  b een  the g r e a te s t  o b s tac le  to the exp an sio n  
of L a tin  A m e ric a n  e x p o rts .
T he U nited  S ta te s , lik e  the E E C , h as  a lso  a c tiv e ly  p u rsu e d  
a g r ic u l tu r a l  s e lf -su ff ic ie n c y  th ro u g h  p r ic e  su p p o rts , p ro te c tio n , and 
su b s id ie s . W hile the U nited S ta te s , fo r  ex am p le , h as l ib e ra liz e d  
d i r e c t  r e s t r ic t io n s  on co tton  im p o r ts ,  the U nited  S ta te s ' co tto n  s u b s i­
d ie s  equal up to 40 p e r  cen t of the  e x p o rt p r ic e  of cotton. I t  is ,  
th e re fo re ,  d iff icu lt to m e a s u re  the n e t e ffec t of such  d iv e rse  ac tio n s  
on the e x p o rts  of le ss -d e v e lo p e d  c o u n tr ie s . In  the ca se  of su g a r, 
im p o r t  q u o tas , p r ic e  su p p o rts , and  su b s id ie s  have a ll  been  u se d  to 
p ro m o te  se lf -su ff ic ie n c y  in  su g a r  p ro d u c tio n  in  the U nited S ta te s .
The r e s u l t  h a s  b een  th a t w hile the U nited  S ta te s  w as only 28. 5 p e r  
c e n t s e lf - s u f f ic ie n t  in  su g ar p ro d u c tio n  in  1948, the U nited S ta te s  w as 
42. 5 p e r  c en t s e lf - su f f ic ie n t in  1965. M exico, as  a  la rg e  e x p o r te r  
of su g a r  to the U nited S ta te s , h a s  o ffic ia lly  lodged p ro te s ts  w ith  the
49B a la s sa , T ra d e  P ro s p e c ts  fo r  D eveloping C o u n tr ie s , p. 6.
50
F e r r e r o ,  "The In te rn a tio n a l T rad e  of L a tin  A m e ric a , "
p. 38.
51 U. N. , "L a tin  A m e ric a  and  the  Second S ess io n  of UNCTAD, "
p. 15.
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U nited S ta te s  o v e r th e  su b sid iza tio n  of b e e t su g a r p ro d u c tio n  in  the 
U nited S ta te s  w hich  they  fe e l m igh t in  tim e  d isp la ce  su g a r  ex p o rts  
to the  U nited  S ta te s ' m a rk e t  fro m  M exico and o th e r developing  
c o u n tr ie s .
S u b sid ie s  and o th e r  p ro m o tio n a l m e a s u re s  a r e  no t only u sed  
by the in d u s tr ia l iz e d  n a tio n s  to  p ro m o te  a g r ic u ltu ra l  s e lf -su ff ic ie n c y  
they  a r e  a lso  u se d  to  p ro m o te  a g r ic u ltu ra l  ex p o rts . The r e s u l t  of th is  
ex p o rt p ro m o tio n  h as b een  th a t L a tin  A m e r ic a 's  s h a re  of w o rld  com ­
m odity  e x p o rts  as  w ell a s  L a tin  A m e r ic a 's  sh a re  of w o rld  ex p o rts  
h as  d ec lin ed  in  re c e n t  y e a r s .  The ab ility  of the U nited  S ta te s , fo r 
exam ple , to e x p o rt w heat, cotton, and  o th e r co m m o d itie s  w ith  p ay ­
m en t to  be  m ad e  o v er tw enty  y e a rs  in  the lo c a l c u r re n c y  of the im ­
p o rtin g  co u n try  (U nited S ta te s  P u b lic  Law 480, Sect. 1) m ak es  the 
U nited S ta te s  a  v e ry  a t tra c t iv e  e x p o rte r  of co m m o d itie s .
The in d u s tr ia l iz e d  na tions a re  m a jo r  com m odity  e x p o r te rs .
In 1963 the  in d u s tr ia l iz e d  c o u n tr ie s  ex p o rted  a p p ro x im a te ly  48 p e r  
cen t of the to ta l  w o rld  v a lu e  of com m odity  ex p o rts . in  g e n e ra l, the 
com m odity  e x p o rts  of the  developed c o u n tr ie s  have a lso  b een  grow ing 
a t  a  f a s te r  r a t e  than  the com m odity  ex p o rts  of the le ss -d e v e lo p e d  
c o u n tr ie s . F ro m  1955 to  1963 the com m odity  ex p o rts  of the in d u s tr ia l­
ized  c o u n tr ie s  in c re a s e d  f ro m  20. 8 b illio n  d o lla rs  to 3 1 .2  b illio n
 .
P in c u s , T ra d e , A id, and D evelopm ent, p. 225.
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d o lla rs , an  in c re a s e  of 50 p e r  cen t. In  co m p ariso n , the com m odity  
e x p o rts  of the le s s -d e v e lo p e d  c o u n tr ie s  in c re a s e d  f ro m  20. 5 b illio n  
d o lla rs  in  1955 to 2 6 . 5 b illio n  d o lla rs  in  1963, an  in c re a s e  of 29 p e r  
cen t. The poor p e rfo rm a n c e  of the le ss -d e v e lo p e d  c o u n tr ie s ' com ­
m odity  e x p o rts  r e la t iv e  to the  p e rfo rm a n c e  of the  in d u s tr ia l iz e d  
c o u n tr ie s ' com m odity  e x p o rts  w as exceeded, how ever by the  poor 
p e rfo rm a n c e  of L a tin  A m e r ic a 's  com m odity  e x p o rts  w hich  in c re a se d  
f ro m  7 .2  b illio n  d o lla rs  in 1955 to  8. 8 b illio n  d o lla rs  in  1963, an  in-
CO
c re a s e  of only 22 p e r  cen t. The e ffec ts  of th is  grow ing co m p e ti­
tio n  of the in d u s tr ia l iz e d  n a tio n s  is  b e s t  seen  in  i ts  e ffec ts  on L a tin  
A m e ric an  p r im a ry  p ro d u c t e x p o rts  to the U nited S ta te s  in  re c e n t 
y e a rs .  L a tin  A m e ric a n  e x p o rts  to the  U nited S ta te s  d u rin g  the p e rio d  
1955-1968 in c re a s e d  by only 16 p e r  cen t w hile the  to ta l U nited  S ta te s ' 
im p o rts  during  th a t p e r io d  a p p ro x im a te ly  tr ip le d . As a  r e s u l t  of 
th e se  tre n d s , L a tin  A m e r ic a 's  s h a re  of the U nited  S ta te s ' im p o rts  h as  
dec lin ed  co n s id e rab ly  (27. 8 p e r  c en t in  1958 to 1 2 .4  p e r  cen t in  1968.^^ 
One often  c ite d  re a s o n  fo r  th is  decline  in  L a tin  A m e r ic a 's  
s h a re  of the U nited  S ta te s ' im p o rts  h as  been  th a t the co m p o sitio n  of
^^Ibid.
^^IM F, In te rn a tio n a l F in a n c ia l S ta tis t ic s ,  XXIII, No. 6 (June, 
1970), p. 220.
55" P r o g r e s s  U nder the  A llian ce , " B u s in e ss  L a tin  A m erica , 
(Ju ly  24, 1969 ), pp. 236-237.
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the U nited S ta te s ' im p o rts  changed d u rin g  th is  p e rio d . B e c a u se  of 
in c re a se d  se lf -su ffic ie n c y , changes in  ta s te s ,  and the v e ry  n a tu re  of 
the dem and fo r  p r im a ry  p ro d u c ts , p r im a ry  p ro d u c t im p o rts  a s  a  p e r  
cen t of to ta l im p o rts  d ec lin ed  f ro m  63 p e r  cen t in  1955 to 37 p e r  c e n t 
in  1967 . W hile th is  changing co m p o sitio n  of the U nited S ta te s ' im ­
p o r ts  h as  b een  a  m a jo r  fa c to r  accoun ting  fo r L a tin  A m e r ic a 's  d e ­
c lin ing  s h a re  of the U nited S ta te s ' im p o rts , the in c re a s e d  co m p e ti­
tion  of the in d u s tr ia l  c o u n tr ie s  in  p r im a ry  p ro d u c t ex p o rts  w as a lso  
a  m a jo r  fa c to r  accoun ting  fo r  th is  d ec lin e . W h ereas  L a tin  A m e r ic a 's  
sh a re  of the U nited  S ta te s ' foodstuff im p o rts  in 1955 w as 62 p e r  cen t, 
i t  w as only 39 p e r  cen t in  1967. D uring  th is  sam e p e r io d  of tim e . 
W e s te rn  E u ro p e 's  s h a re  of the U nited  S ta te s ' foodstuff im p o rts  in ­
c re a s e d  f ro m  12 p e r  cen t to  21 p e r  cen t, and the A u s tra lia - -N e w  
Z ealand  s h a re  in c re a s e d  f ro m  0. 6 p e r  cen t to 7. 4 p e r  cent.
A lthough the e ffec ts  of the above o b s ta c le s  to the g row th  of 
M ex ico 's  and  L a tin  A m e r ic a 's  e x p o rts  have not, and  p ro b ab ly  cannot, 
be m e a s u re d  w ith  any p re c is io n , th e re  is  re a s o n  to b e liev e  th a t th e se  
o b s ta c le s  have p o sed  and  w ill con tinue to p ose  fo rm id ab le  b a r r i e r s  to 
the g row th  of M ex ic o 's  and L a tin  A m e r ic a 's  ex p o rt e a rn in g s . The 
re a so n  fo r  su ch  b e lie f  is  found in  the a c tu a l p e rfo rm a n c e  of M ex ic o 's  
and L a tin  A m e r ic a 's  e x p o r ts - - th a t  p e rfo rm a n c e  being  poor in  bo th  
re la t iv e  and ab so lu te  te rm s .
^^Ibid.
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A s s ta te s  b e fo re , M ex ic o 's  s h a re  and  L a tin  A m e r ic a 's  s h a re  of
w o rld  tra d e  have d im in ish e d  c o n s id e ra b ly  in  r e c e n t  y e a r s .  T ha t
d e c re a s e  h a s  been , m o re o v e r , r a th e r  u n ifo rm  w ith  r e s p e c t  to th e ir
m a jo r  e x p o r t m a rk e ts .  F ro m  1963 to 1968, the  follow ing d e c lin e s  in
L a tin  A m e r ic a 's  s h a re  of m a jo r  ex p o rt m a rk e ts  took  p lace : the
U nited  S ta te s , 20. 4 p e r  cen t to  12. 4 p e r  cen t; the  E E C , 5. 3 p e r  cen t
to  4. 0 p e r  cen t; and  the E F T A , 4. 3 p e r  cen t to 3. 2 p e r  cen t. F o r
M exico m a rk e t  s h a re s  of m a jo r  e x p o rt m a rk e ts  in  1963 and in  1968
w e re : the  U nited  S ta te s , 3. 5 p e r  cen t and 2, 0 p e r  cen t; the E E C ,
0. 14 p e r  cen t and  0. 10 p e r  cent; and  Jap an , 1. 1 p e r  cen t and 0. 6 p e r  
58cen t. In  a lm o s t e v e ry  m a rk e t a re a ,  the  in fluence  of bo th  L a tin  
A m e ric a  an d  M exico  h as  b een  d im in ish in g .
T h o se  o b s ta c le s  to the ex pansion  of M ex ican  and  L a tin  A m e r i­
can  ex p o rts  d is c u s s e d  in  th is  se c tio n  w e re  dem and  o b s ta c le s . T h e re  
do e x is t  su p p ly  o b s ta c le s  to the expansion  of such  e x p o rts . Such 
supply  o b s ta c le s  m ig h t include the slow  p ro d u c tiv ity  grow th  of L a tin  
A m e ric a n  p r im a r y  p ro d u c ts  due to a f ix ity  of r e s o u rc e s ,  i. e. x.. 
the  a b ility  of M exico  to  in c re a s e  su g a r ou tpu t depends h eav ily  upon 
the am ount of a ra b le  lan d  av a ilab le  fo r such  p ro d u c tio n . W hile such
57
U nited  N ations, D ep a rtm e n t of E conom ic  and  S o cia l A ffa irs , 
S ta t is t ic a l  Y earbook , 1968, 1969, pp. 376-377.
58IM F , D ire c tio n  of T ra d e  A nnual, 1964-1968, pp. 1-30.
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supply  lim ita tio n s  have g e n e ra lly  b een  ig n o red  b y  the s t r u c tu r a l is t s ,  
they  have, no doubt, c o n tr ib u te d  to L a tin  A m e r ic a 's  e x p o rt d ilem m a.
D esp ite  the in v e n to ry  of o b s ta c le s  to the exp an sio n  of ex p o rts  
d e sc r ib e d  in  the p re c e e d in g  p ag es , som e eco n o m is ts  fe e l  th a t coun­
t r i e s  such  a s  M exico can  ach iev e  s a tis fa c to ry  e x p o rt g ro w th s if the 
p ro p e r  m e a s u re s  a r e  tak en . B efo re  d isc u s s in g  th e se  m e a s u re s ,  
how ever, the  l a s t  of the s t r u c tu r a l is t  a rg u m e n ts  w ill be  exam ined .
The te rm s  of tra d e
A g re a t  d ea l of d isc u s s io n  in  r e c e n t  y e a r s  has c e n te re d  
a ro u n d  the  q u es tio n  of w h e th e r the g a in s  f ro m  tra d e  a r e  b ia s e d  in 
fa v o r of the advan ced  in d u s tr ia l  c o u n tr ie s  such  th a t tra d e  y ie ld s  
g re a te r  in te rn a tio n a l in eq u a lity . A la rg e  p a r t  of th is  d is c u s s io n  has  
fo cu sed  on the  te r m s  of t ra d e  m o v em en ts  of le s s -d e v e lo p e d  coun­
t r i e s .  The h y p o th es is  h a s  b een  advanced , by am ong o th e rs  R aul
P re b is h , th a t o v e r the  long ru n  the  com m odity  te r m s  of t ra d e  (av erag e
(av erag e
p r ic e  of e x p o rts  ) le s s -d e v e lo p e d  n a tio n s  have shown a tendency  to 
p r ic e  of im p o rts )
d ec lin e , and  they  w ill continue to d ec lin e  in  the  fu tu re  u n le s s  the co m ­
p o s itio n  of the  e x p o rts  of le  s s - developed  c o u n tr ie s  chan g es . The 
s ig n ifican ce  of th is  h y p o th e s is , s im p ly  s ta ted , i s  th a t o v e r the long- 
ru n  each  given u n it vo lum e of e x p o rt of a  le s s -d e v e lo p e d  co u n try  
w ill exchange fo r  l e s s  and  le s s  vo lum e of im p o r ts ,  th u s  p o te n tia lly  
w eakening th a t c o u n try 's  c a p a c ity  to im p o rt.
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The g e n e ra l id e a  of a  lo n g -ru n  tendency  fo r the  com m odity  
te rm s  of t ra d e  to  tu rn  a g a in s t the  le s s -d e v e lo p e d  c o u n tr ie s  is  p r i ­
m a r ily  d raw n f ro m  the U nited  N ations D e p a rtm e n t of E conom ic 
A ffa irs  study, "P o s tw a r  P r ic e  R e la tio n s  in  T ra d e  B etw een  U n d er­
developed  and  In d u s tr ia liz e d  C o u n tr ie s , " w hich w as r e le a s e d  in
1949.^9
The m a jo r  find ing  of th is  r e p o r t  w as th a t the  index of the ra t io  
of p r ic e s  of p r im a r y  p ro d u c ts  to m an u fac tu red  goods show ed a d e c lin ­
ing tre n d  f ro m  100 fo r  the  p e r io d  1876-1880 to 62, 0 fo r  the p e rio d  
I 9 3 I - I 935 . The index  then  ro s e  during  W orld  W ar II to  68. 7 (1946- 
1947 ). A cco rd in g  to  the s t r u c tu r a l is t s ,  how ever th e  lo n g -ru n  d e te r ­
io ra tio n  a p p e a re d  a g a in  in  the 1950 's .
To R au l P re b is h ,  the dec lin in g  com m odity  te rm s  of tra d e  of 
com m odity  ex p o rtin g  le s s -d e v e lo p e d  c o u n tr ie s  a r e  cau sed  by  d isp a ra te  
fo rc e s  shaping  in te rn a tio n a l d em and  and supply. The r e s u l t  of th is  
d ec lin e  is  v iew ed  no t only  a s  an  o b s ta c le  to  the  developm en t of le s s -  
developed  c o u n tr ie s  b y  c u r ta ilin g  fo re ig n  exchange e a rn in g s  and m ak ­
ing ca p ita l im p o r ts  r e la t iv e ly  m o re  expensive  o v er the lo n g -ru n .
T h is dec lin e  is  a lso  v iew ed  a s  re p re s e n tin g  a  t r a n s f e r  f ro m  the le s s -  
developed c o u n tr ie s  to  th e  developed  c o u n tr ie s  of a  g re a te r  p a r t  of the
59W e rn e r  B a e r , "The E co n o m ics  of P re b is c h  and EC LA, " 
in  L a tin  A m e ric a ; P ro b le m s  in  E conom ic  D evelopm en t, ed. by 
C h a rle s  T . N isb e t (New York: T he F r e e  P r e s s ,  19^9), p. 212.
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f ru i ts  of th e ir  in c re a s e d  p ro d u c tiv ity .
To R aul P re b is h , the  in ev itab le  s e c u la r  d e te r io ra tio n  of the 
com m odity  te rm s  of tra d e  of the le s s -d e v e lo p e d  c o u n try  can  in  p a r t  
be exp la ined  by the  low incom e e la s tic i ty  and p r ic e  in e la s tic i ty  of 
dem and fo r  the p r im a r y  p ro d u c t ex p o rts  of l e s s -  developed  c o u n tr ie s . 
As the supply of th e se  p r im a ry  p ro d u c t ex p o rts  in c r e a s e s  th rough  
in c re a se d  p ro d u c tiv ity , th e re  is  a  tendency  fo r  the p r ic e s  of such  ex ­
p o r ts  to  d e c re a se  b e c a u se  of the n a tu re  of the dem and fo r  such ex­
p o r ts .  The dem and  fo r  the m an u fac tu red  ex p o rts  of the  developed 
co u n try  is ,  h o w ev er, h igh ly  incom e and p r ic e  e la s tic  w ith  the r e s u l t  
th a t ex p o rt p r ic e s  ten d  to  re m a in  s ta b le  o r  r i s e  a s  the supply  of th ese  
ex p o rts  in c re a s e s  th ro u g h  p ro d u c tiv ity  in c re a s e s .  R aul P re b is h  a lso  
a rg u e s  th a t supply  fo rc e s  s e rv e  to  re in fo rc e  the re s u l ta n t  declin ing  
com m odity  te rm s  of tra d e  of the le s s -d e v e lo p e d  coun try . P ro d u c tiv ity  
in c re a s e s  in  the in d u s tr ia l iz e d  c o u n tr ie s  have no t r e s u l te d  in  low er 
p r ic e s  fo r th e ir  e x p o r ts . In stead , the f ru i ts  of p ro d u c tiv ity  in c re a s e s  
in  the in d u s tr ia l iz e d  c o u n tr ie s  have la rg e ly  b een  re ta in e d  by the in ­
d u s tr ia liz e d  c o u n tr ie s  in  the  fo rm  of w age and  p ro f it  in c re a s e s  w hich 
have, in  g e n e ra l, ex ceed ed  p ro d u c tiv ity  in c r e a s e s .  The re la tiv e ly  
s m a lle r  p ro d u c tiv ity  in c re a s e s  in  the p r im a ry  p ro d u c t p roducing
^ ^ P re b ish , "C o m m erc ia l P o lic y  in  the ' U nderdeveloped  
C o u n tr ie s ',  " p. 256.
• ' Z i é -
le s s -d e v e lo p e d  c o u n tr ie s  have, how ever, r e s u l te d  in  low er ex p o rt 
p r ic e s  b e c au se  of the w eaikness of unions in  the le s s -d e v e lo p e d  coun­
try ,  the g r e a te r  d e g re e  of co m p etitio n  in  the le ss -d e v e lo p e d  coun try , 
and the n a tu re  of the  b u s in e s s  cy c le . The in te ra c tio n  of th ese  
fo rc e s  r e s u l ts  in  bo th  a  declin ing  te rm s  of tra d e  and  a t r a n s f e r  of the 
la r g e r  p a r t  of the  b e n e fits  of tech n o lo g ica l change f ro m  the  le s s -  
developed co u n tr ie s  to  the developed  c o u n tr ie s .
B oth the log ic  of R aul P r e b is h 's  h y p o th esis  and  the ev idence 
w hich  supposed ly  su p p o rts  h is  h y p o th esis  have b een  the su b je c t of a
63g re a t  deal of a n a ly s is . W hile the v a r io u s  c r i tiq u e s  of the P re b is h
^It is  a rg u e d  th a t d u ring  the upsw ing of the b u s in e ss  cycle , 
w ith  the dem and fo r co n su m e r goods exceed ing  the supply of con­
su m er goods, p ro f its  and p r ic e s  tend  to  r i s e  ra p id ly  in  the in d u s tr ia l­
iz e d  c o u n tr ie s . D uring  the upsw ing of the b u s in e s s  cycle  p ro fits  
a r e  a lso  t r a n s f e r r e d  f ro m  the in d u s tr ia l iz e d  co u n tr ie s  to the p r im a ry  
p ro d u c t p ro d u c e rs  in  the le ss -d e v e lo p e d  c o u n tr ie s  w ith  the r e s u l t  
th a t p r ic e s  a lso  r i s e  ra p id ly  in  the le s s -d e v e lo p e d  c o u n tr ie s . D uring  
the downswing of the cycle , how ever, p r ic e s  in  the in d u s tr ia liz e d  
co u n tr ie s  do n o t fa l l  to  th e ir  fo rm e r  le v e l b e ca u se  p a r t  of the p ro fits  
of the  upsw ing w e re  t r a n s f e r r e d  into h ig h e r  w ag es. P r e s s u r e  is  
th e re fo re  p la c e d  on the  le s s -d e v e lo p e d  co u n try  during  the down­
sw ing to a b so rb  the b ru n t of the ad ju s tm e n t w ith  the r e s u l t  th a t p r ic e  
d ec lin es  a r e  m uch  g re a te r  than  p r ic e  d e c lin e s  in  the developed  coun­
t r i e s .  O ver a  s e r ie s  of cy c le s , the com m odity  te rm s  of tra d e  of the 
le s s -d e v e lo p e d  c o u n tr ie s  tend  to fa ll.
62 P re b is h , "C o m m e rc ia l P o licy  in  the U nderdeveloped  
C o u n trie s , " pp. 256-260.
63 The r e a d e r  can  r e f e r  to G e ra ld  M. M e ie r, L ead ing  Is su e s  
in  D evelopm ent E co n o m ics  (New Y ork: O xford  U n iv e rs ity  P r e s s ,  
1964), pp. 338-413 fo r  a  g e n e ra l p re se n ta tio n  of the v iew s of Raiil 
P re b is h , G unnar M y rd a l, P ro fe s s o r  H a b e r le r ,  A. K. C a irn c ro s s ,
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T h e s is  a r e  too n u m e ro u s  and com plex  to b e  p re se n te d  h e re ,  s e v e ra l  
co m m en ts  of a  g e n e ra l n a tu re  w ill be  o ffe re d  to  the re a d e r .
The v a lid ity  of the find ings of the p re v io u s ly  m en tio n ed  1949 
U. N. s tudy  of e x p o rt p r ic e  m o v em en ts , w h ich  h as  b een  u se d  a s  a 
b a s is  fo r  the te r m s  of t r a d e  a rg u m en t, h a s  b een  ch a llen g ed  on fou r 
g ro u n d s. F i r s t ,  the s tudy  w as b a s e d  on B r i t i s h  e x p o rt p r ic e s  (as 
r e p re s e n ta t iv e  of m an u fac tu red  e x p o rts )  w h ich  canno t be p re su m e d  to 
be re p re s e n ta t iv e  of w o rld  m an u fac tu red  p ro d u c t e x p o rt p r ic e s .
Second, the b a s e  y e a r  of 1876 w as a  y e a r  w hen p r im a ry  p ro d u c t p r ic e s  
w e re  u n u su a lly  h igh. T h ird , the s tudy  ig n o re s  changes in  the quality  
of m a n u fa c tu re d  p ro d u c ts  w hich  w ould  n a tu ra lly  a l te r  p r ic e s .  F in a lly , 
the s tudy  u se d  B r i t i s h  e x p o rt FO B p r ic e s  a s  r e p re s e n ta t iv e  of the 
p r ic e s  of m a n u fa c tu re d  goods, and  B r i t i s h  im p o rt GIF p r ic e s  a s  r e p ­
re s e n ta tiv e  of the  p r ic e s  of p r im a ry  p ro d u c ts . In v iew  of the  fa c t 
th a t f re ig h t c h a rg e s  w e re  lo w e re d  c o n s id e ra b ly  during  the p e r io d  
s tud ied , i t  is  n a tu ra l  th a t im p o rt GIF p r ic e s  a lso  d ec lin ed  r e la t iv e  to 
ex p o rt FOB p r ic e s .  I t h a s  b een  a rg u e d  th a t if th e se  f re ig h t c h a rg e s
P r o fe s s o r  H icks, and P r o fe s s o r  N u rk se  w ith  r e s p e c t  to the b e n e ­
f its  of tra d e , w ith  p a r t ic u la r  r e fe re n c e  to  the te rm s  of tra d e  a rg u ­
m en t. An in -d e p th  d isc u ss io n  of the te r m s  of tra d e  a rg u m e n t can  
be found in  W e rn e r  B a e r ,  "The E co n o m ics  of P re b is h  and  EG LA " 
in  L a tin  A m e ric a : P ro b le m s  in  E co n o m ic  D evelopm ent, ed. by  
G h a rle s  T . N isb e t, (New Y ork: The F r e e  P r e s s ,  1969), pp. 203- 
218, and G e ra ld  M. M e ie r , The In te rn a tio n a l E co n o m ics  of D evelop­
m e n t (New Y ork: H a rp e r  and Row, 1968), pp. 41-66 .
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w e re  ta k e n  in  to  co n s id e ra tio n , the r a t io  of p r im a ry  p ro d u c t p r ic e s  to  
m a n u fa c tu re d  p ro d u c t p r ic e s  m ig h t not, in fa c t, show any d ec lin e  a t 
a ll. T h e re  does, th e re fo re , e x is t  a  s tro n g  c a se  fo r doubting the 
v a lid ity  of the ev idence th a t w as the in it ia l  b a s is  fo r  the  P re b is h  T h e s is , 
R au l P r e b is h 's  th e s is  h as , h o w ev er, b een  b a s e d  as  m uch on 
m o v em en ts  in  the te rm s  of tra d e  of L a tin  A m e ric a  and  o th e r  l e s s -  
developed  reg io n s  s in ce  1950 as i t  h as  b een  b a se d  on the U, N. study. 
S tru c tu r a l is ts  a r e  fond of poin ting  out th a t the com m odity  te rm s  of 
tra d e  of the le s s -d e v e lo p e d  c o u n tr ie s  (based  on the index  1951 = 100) 
d e c lin ed  f ro m  113 in  1951 to  84 in  1962. T h is  tre n d  is  often  u se d  to 
su p p o rt th e ir  c la im  of a  continuing s e c u la r  d e te r io ra tio n  of the te rm s  
of t ra d e  of le s s -d e v e lo p e d  c o u n tr ie s . W ith r e s p e c t  to  th is  c la im , 
s e v e ra l  w o rd s  of cau tion  a r e  in  o rd e r  in  in te rp re tin g  com m odity  
te r m s  of tra d e  indexes.
F i r s t ,  the u se  of a  co m p o site  im p o rt o r  e x p o rt p r ic e  index 
in v o lv es  s e v e ra l  m a jo r  d iff ic u ltie s . The r e l ia b il i ty  of such  p r ic e  
in d ex es  shou ld  f i r s t  be  co n s id e re d . G ro ss  p r ic e  in d ex es , a s  c a lc u la ­
te d  by  the  IM F o r the U. N,, a r e  a t  b e s t  rough  e s tim a te s  of p r ic e  
m o v em en ts . The com m odity  te rm s  of tra d e  of A rg en tin a , fo r  ex am p le , 
a s  c a lc u la te d  by  the IM F index  a r e  v e ry  d iffe re n t f ro m  A rg e n tin a 's  
com m o d ity  te rm s  of tra d e  a s  c a lc u la te d  by  the U, N, s '  index fo r  the
64
P in c u s , T ra d e , Aid, and  D evelopm en t, p, 233,
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p e rio d  1960-1965 (T able 34).
TABLE 34
TH E RELIA BILITY  OF TERM S OF TRADE 
IN D IC ES.-A R G EN TIN A  
(1958 = 100)
C om m odity  te rm s  of 
tra d e  index
Y ear
1958 i 960 1961 1962 1963 1964 1965
U nited N ations 100 112 113 100 119 126 121
In te rn a tio n a l
M o n e ta ry  F und 100 i l l 108 101 101 111 109
S o u rces: U nited  N atio n s, E conom ic C o m m issio n  fo r  L a tin  A m erica ,
S ta t is t ic a l  B u lle tin  fo r L a tin  A m e ric a , V, No. 1, 1969, 
p. 4; In te rn a tio n a l M oneta ry  F und , In te rn a tio n a l F in a n c ia l 
S ta t is t ic s ,  XX, No. 6 (June, 1968), pp. 30-31.
A s i t  can  b e  seen  in  T able  34 the com m odity  te rm s  of tra d e  
as  c a lc u la te d  by  the  U nited  N ations a re  no t only  d iffe re n t than the 
com m odity  te r m s  of tra d e  a s  ca lc u la ted  by  the IM F, b u t they  a re  a lso  
m oving in  o p p o site  d ire c tio n s  fo r  the p e r io d s  I960-1961 and 1962- 
1963 . The co n c lu sio n  to  b e  d raw n is  th a t r e la t iv e ly  sm a ll changes in 
a  c o u n try 's  com m odity  te r m s  of tra d e  cannot be a c c o rd e d  s ig n if­
ican ce . M o re o v e r , the u se  of such  a  g ro s s  m e a s u re m e n t a s  the 
com m odity  te r m s  of tra d e  of W este rn  E u ro p e , the le ss -d e v e lo p e d  
c o u n tr ie s , o r  L a tin  A m e ric a  s e rv e s  to sm oo th  out w ide v a r ia tio n s  in 
te rm s  of t ra d e  m o v em en ts  of the ind iv idual c o u n tr ie s  th a t c o m p rise
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the reg ion , thus lim itin g  the  s ig n ifican ce  of the  m e a s u re . T h is  is 
b e s t  seen  by co m p arin g  the com m odity  te rm s  of t r a d e  of L a tin  A m e r­
ic a  fo r the p e r io d  1958-1 9 6 6  (T ab le  35) to the com m odity  te rm s  of 
t ra d e  of M exico, A rg en tin a , B ra z i l ,  and C hile  fo r  the  sam e  p e rio d  
(Table 36),
A d is tin c tio n  should  a lso  be  m ade betw een  s h o r t - te r m  and long­
te rm  v a r ia tio n s  o r  tre n d s  in a c o u n try 's  com m odity  te rm s  of tra d e .
The use  of the e a r ly  1950's as  a  b a se  fo r co n s tru c tin g  L a tin  A m e r­
ic a 's  com m odity  te rm s  of tra d e  is  v e ry  m is le ad in g , a s  is  ending the 
index in 1962. The p e r io d  1950-1955 w as a  v e ry  fa v o ra b le  p e rio d  
fo r  L a tin  A m e ric a n  e x p o rt p r ic e s  b ecau se  of the K o rean  W ar ju s t  as  
the p e rio d  1955-1962 w as a  v e ry  unfavo rab le  p e r io d  fo r  L a tin  A m e r i­
can  ex p o rt p r ic e s  b e c a u se  of the p re se n c e  of la rg e  s to ck p ile s  of 
co m m odities  in  the in d u s tr ia l iz e d  nations and the r e c u r r e n t  r e c e s ­
s io n s  during  th is  p e r io d . The o b se rv e d  dec lin e  in  the com m odity  
te rm s  of tra d e  of L a tin  A m e ric a  and the le s s -d e v e lo p e d  co u n tr ie s  
du ring  the p e r io d  1950-1962 could th e re fo re  be m o re  lo g ica lly  in te r ­
p re te d  as  a  s h o r t - ru n  phenom ena than as  a  lo n g -ru n  tre n d . In  any 
event, no v a lid  co n c lu sio n  about the s e c u la r  m o v em en t of the te rm s  
of tra d e  can be re a c h e d  in  a p e r io d  as  sh o r t  as  tw elve years,.
F in a lly , the r e a d e r  should  be cau tioned  th a t a  declin ing  com ­
m odity  te rm s  of t ra d e  does no t n e c e s s a r i ly  r e p re s e n t  e ith e r  a  le s se n e d  
c ap ac ity  to im p o rt o r  a  w e lfa re  lo s s . I t is  c e r ta in ly  p o ss ib le  fo r  a
TA B LE 35
REGIONAL COMMODITY TERM S OF TRADE (TOT) AND 
INCOM E TERM S OF TRADE (TOT)
(B ase 1963 = 100)
Item 1948 1955 1956 1958 1959 i 960 1961 1962 1963 1964 1966 1966
W o rld
C om m odity  TOT 94 97 96 97 98 100 99 100 100 100 100 100
Incom e TOT 37 61 66 69 74 84 87 93 100 : 110 118 127
N o rth  A m e ric a
C om m odity  TOT 101 92 94 97 99 99 100 100 100 99 101 101
Incom e TOT 54 66 78 76 76 86 89 92 100 113 116 128
W e s te rn  E u ro p e
C om m odity  TOT 92 90 91 95 95 97 98 100 100 100 101 100
Incom e TOT 25 52 56 64 71 81 86 93 100 109 121 129
L a tin  A m e r ic a
C om m odity  TOT 100 110 108 100 97 97 96 92 100 104 101 102
Incom e TOT 65 80 85 81 85 86 90 91 100 106 107 113
V alue of Im p o rts 71 87 92 99 91 96 99 101 100 110 112 122
N
I— *
nO
N otes:
C om m odity  TOT a r e  c a lc u la te d  b y  d iv id ing  th e  p r ic e s  of e x p o r ts  by  th e  p r ic e  of 
im p o r ts .  Incom e TO T eq u a ls  co m m o d ity  TO T tim e s  vo lu m e of e x p o r ts .
S o u rce : U nited  N atio n s, D e p a r tm e n t of E co n o m ic  and  S o c ia l A ffa ir s ,  Y earb o o k  of 
In te rn a tio n a l T ra d e  S ta t is t ic s ,  1966 (S T /S T A T /S E R . G /1 7 ), 19^8, 
pp. 32-33 .
T A B LE 36
TH E COMMODITY TERM S OF TRADE AND INCOME TERM S OF TRADE 
F O R  M EXICO AND S E L E C T E D  LA TIN AM ERICAN COUNTRIES
(1958 = 100)
I te m s 1958 1959 i 960 1961 1962 1963 1964 1965 1966
M exico
C om m odity  TO T 100 98 92 97 92 104 103 98 101
Incom e TOT 100 106 98 109 119 131 132 142 147
V alue of Im p o rts 100 89 105 102 102 110 132 138 142
A rg en tin a
C om m odity  TO T 100 105 112 113 100 119 126 121 110
Incom e TOT 100 107 114 104 128 152 158 164 167
V alue of Im p o r ts 100 80 101 119 110 80 87 97 91
B ra z i l  
C om m odity  TOT 100
t
85 85 84 77 78 85 81 75
Incom e TO T 100 109 106 116 99 116 112 122 127
V alue of Im p o rts 100 102 108 108 109 110 93 81 105
C hile
C om m odity  TOT 100 107 123 125 118 118 119 140 160
Incom e TOT 100 123 132 148 142 144 158 182 222
V alue of Im p o rts 100 100 121 142 123 134 147 146 - - 170 ' '
S o u rc e s : C a lc u la te d  fro m : In te rn a tio n a l M o n e ta ry  F und , In te rn a tio n a l F in a n c ia l  S ta t is t ic s ,  
XXI, No. 6 (June, 1968); U n ited  N a tio n s, D e p a r tm e n t of E c o n o m ic  and  S o c ia l 
A ffa ir s ,  Y earb o o k  of In te rn a tio n a l T ra d e  S ta t is t ic s ,  1966 (S T /S T A T /S E R .G /1 7 ), 
1968 ; U nited  N atio n s, E co n o m ic  C o m m iss io n  fo r  L a tin  A m e ric a , S ta t is t ic a l  
B u lle tin  fo r  L a tin  A m e ric a , V, No. 1, 1969 . ~
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co u n try  to  have a  d ec lin in g  com m odity  te rm s  of t ra d e  c o n c u r re n t w ith  an
im p ro v ed  ca p a c ity  to im p o r t  and  a  w e lfa re  gain. A ssu m in g  co n su m e r
p re fe re n c e s  to  be c o n s ta n t, w e lfa re  gains o r lo s s e s  f ro m  tra d e  a re
b e t te r  m e a s u re d  by  th e  s in g le - fa c to re d  te rm s  of t ra d e  (S = . ^ x )
P  ^ mX
w h ere  R n  = com m odity  te r m s  of tra d e  and = a n  e x p o r t p ro d u c ti­
v ity  index). A r i s e  in  S is  a  fa v o ra b le  m ovem en t in  the  se n se  th a t a 
g r e a te r  q u an tity  of im p o r ts  can  be ob ta ined  p e r  u n it of f a c to r - in p u t  in
the p ro d u c tio n  of e x p o r ts . I t  is  no ted  th a t if Z^ is  r is in g  f a s te r  than  
P
«■ is  fa llin g , a  c o u n try 's  w e lfa re  is  im prov ing , A c o u n try 's  cap a -
Im
c ity  to im p o r t  b a s e d  on e x p o rts  is  m e a su re d  by  a  c o u n try 's  incom e
p
te rm s  of t ra d e  (I = % Q , w h e r e = an  index of e x p o rt v o lu m es).
, Q . . ™ PA gain, if x  is  r is in g  f a s te r  than_ is  fa llin g , a  c o u n try 's  c ap ac ity
to im p o rt b a s e d  on e x p o rts  is  im p ro v in g . I t  is  im p o rta n t, th e r e ­
fo re ,  fo r  a  w r i te r  to sp e c ify  w hat te rm s  of t ra d e  m e a s u re m e n t he is 
using  w hen d isc u s s in g  th e  supposed  e ffec ts  of such  te rm s  of tra d e  
m ovem ent.
W ith the  above w o rd s  of cau tion  in  m ind, a  few  o b se rv a tio n s  
on L a tin  A m e r ic a 's  and  M ex ic o 's  com m odity  te r m s  of t ra d e  can  be 
o ffe red . R e fe rr in g  to  T ab le  35 i t  can  be seen  th a t f ro m  1955 to 1962,
6 R^T he ,M éier, T he In te rn a tio n a l E co n o m ics  of D evelopm en t, pp. 
44-45 .
66
I b id . , pp. 43 -4 4 .
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the co m m o d ity  te rm s  of tra d e  of L a tin  A m e r ic a  d ec lin ed  by l6 . 3 p e r  
cen t, w h ile  d u rin g  the sam e  p e r io d  of tim e  the com m odity  te r m s  of 
tr a d e  of W e s te rn  E u ro p e  and  N o rth  A m e ric a  in c re a s e d  by  11 .0  p e r  
cen t and  8. 6 p e r  c en t re sp e c tiv e ly . W hile L a tin  A m e ric a  w as ab le  to 
in c re a s e  i ts  incom e te rm s  of t ra d e  by 14 p e r  cen t during  th is  p e rio d , 
th is  w as a  r a th e r  sm a ll in c re m e n t in  c o m p a riso n  to  a  39 p e r  cen t 
in c r e a s e  in  N orth  A m e r ic a 's  incom e te r m s  of tra d e  and a  78 p e r  
cen t in c r e a s e  in  W e s te rn  E u ro p e 's  incom e te r m s  of tra d e  d u ring  th is  
p e r io d . T h ese  tre n d s  w e re  v iew ed  by the s tr u c tu r a l is t s  a s  ev idence 
of th e  lo n g -ru n  d e te r io ra t io n  of L a tin  A m e ric a n  tra d e .
W hile M exican  e x p o rt and im p o rt p r ic e  indexes w ere  no t r e g u ­
la r ly  co m p iled  du ring  the  1950 's , th e re  is  s tro n g  ev idence to  su g g est 
th a t M e x ic o 's  com m odity  and  incom e te r m s  of t ra d e  both d ec lin ed  
d u rin g  th is  p e r io d  of tim e. A ccord ing  to  ca lc u la tio n s  m ade by W illiam  
F r e i th a le r ,  M ex ic o 's  com m odity  te rm s  of t ra d e  d ec lin ed  by 24 p e r  
cen t b e tw een  1950 and 1958. A s it  c an  b e  seen  f ro m  T ab le  34, th is  
d ec lin e  con tinued  u n til 19&2. R aym ond V ern o n  has fu r th e r  e s tim a te d  
th a t M e x ic o 's  incom e te r m s  of t r a d e  d e c lin e d  by 13. 3 p e r  cen t d u rin g  
the  p e r io d  1955-1960. B y ad ju stin g  R aym ond V e rn o n 's  d a ta  to
^ ^ E re i th a le r ,  M ex ico 's  F o re ig n  T ra d e  and E co n o m ic D evelop­
m en t, p. 80. ~
X r t  . . . . .
“R aym ond V ernon , P u b lic  P o lic y  an d  P r iv a te  E n te rp r is e  in 
M exico  (C am bridge: H a rv a rd  U n iv e rs ity  P r e s s ,  1964), p. 262.
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re f le c t  the  p e r io d  1955-1962 (for co m p a riso n  w ith  L a tin  A m erica ) it 
is  found th a t M ex ico 's  incom e te rm s  of tra d e  d id  in c re a s e  by 7, 1 p e r  
cent. T h is  in c re a s e  w as, how ever, s t i l l  le s s  than  th a t r e c o rd e d  by  
L a tin  A m e ric a  fo r  th is  p e r io d  (14. 0 p e r  cent). I t would, th e re fo re , 
a p p ea r th a t in  L a tin  A m e ric a  in  g e n e ra l and  M exico in  p a r t ic u la r ,  
the P re b is h  T h e s is  w as b o rn  out d u rin g  the 1950 's and up to  1962.
The com m odity  te rm s  of tra d e  of L a tin  A m e ric a  and M exico 
ap p e a r , h o w ev er, to have s ta b iliz e d  s in ce  1963, a s  have the com m odity  
te rm s  of tra d e  of N orth  A m e ric a  and W e s te rn  E u ro p e  as  seen  in  
T able  35 and T ab le  36. The s ta b ili ty  of L a tin  A m e r ic a 's  te rm s  of 
t ra d e  h a s , m o re o v e r , con tinued  in m o re  r e c e n t  y e a rs  w ith  the c o m ­
m odity  te rm s  of tra d e  in  196? = 103, 1968 = 103, and  1969 = 102.
Som e L a tin  A m eric an  co u n tr ie s  such  a s  A rg en tin a  and C hile have, 
m o re o v e r, im p ro v ed  th e ir  com m odity  te rm s  of t ra d e  co n s id e ra b ly  
s in ce  1958 (T able 36). B ra z i l  is  the only  m a jo r  L a tin  A m e rica n  
co u n try  th a t h as  continued  to in cu r a dec lin ing  com m odity  te rm s  of 
tra d e  du ring  the 1960 's. It m igh t be concluded, th e re fo re , th a t R aul 
P r e b is h 's  th e s is  h a s  not b een  b o rn  out by  e ith e r  the L a tin  A m e ric a  o r 
M exican  e x p e rien ce  s in ce  1963.
W hile the p e rfo rm a n c e  of L a tin  A m e ric a n  and  M exican  co m ­
m odity  te rm s  of tra d e  h a s  im p ro v ed  in  r e c e n t  y e a r s ,  th e ir  incom e
6 9 . . .  . . . . . .
IM F, In te rn a tio n a l F in a n c ia l S ta tis t ic s ,  XXIII, No. 6
(June, 1970), pp. 30-32.
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te rm s  of t ra d e  have no t shown s ig n ifican t im p ro v em en t. L a tin  A m e r­
ic a 's  incom e te rm s  of tra d e  in c re a se d  by only 13 p e r  cen t during  the 
p e rio d  1963-1966, a s  co m p ared  to  in c re a s e s  in  the incom e te rm s  of 
tra d e  of N o rth  A m e ric a  and W es te rn  E u ro p e  of 28 p e r  cen t and 29 p e r  
cen t r e sp e c tiv e ly  (Table 35). M ex ic o 's  incom e te rm s  of tra d e  in ­
c re a s e d  by  only  12 p e r  cen t du ring  the p e r io d  1963-1966, a c o n s id e ra b le  
slowdown co n sid e rin g  the 37 p e r  cen t in c re a s e  in  M ex ico 's  incom e 
te rm s  of t ra d e  fo r the p e r io d  1960-19^3 (Table 36). T h is  slowdown in  
the grow th of M ex ico 's  incom e te rm s  of t ra d e  h as com e a t  a  v e ry  un ­
fo rtu n a te  tim e  fo r M exico in  th a t the g row th  r a te  of M ex ico 's  im p o rts  
is  a c c e le ra tin g . W h ereas  the va lue  of M ex ico 's  im p o rts  grew  by only 
5 p e r  cen t fo r  the p e r io d  1960-1963, the  grow th  of M ex ico 's  im p o rts  
fo r the p e r io d  1963-1966 w as 29 p e r  cen t (Table 36). As in  the ca se  
of L a tin  A m e ric a  a s  a  w hole, M ex ic o 's  im p o rts  a r e  th e re fo re  grow ing a t 
a.; f a s te r  r a te  than  M ex ico 's  cap a c ity  to  im p o rt f ro m  e x p o rts .
C onclusions
The s tr u c tu r a l is t s  have advanced  the  h y p o th esis  th a t the poor 
p e rfo rm a n c e  of the ex p o rts  of le s s -d e v e lo p e d  c o u n tr ie s  such  a s  th o se  
of L a tin  A m e r ic a  is  la rg e ly  due to the fa c t  th a t those  ex p o rts  p re d o m ­
inan tly  c o n s is t  of p r im a ry  p ro d u c ts . A ccord ing  to the s tr u c tu r a l is ts ,  
th e re  e x is t  c e r ta in  o b s ta c le s  to the  expansion  of p r im a ry  p ro d u c t 
ex p o rts  and  the s ta b ili ty  of the ea rn in g s  of th ese  ex p o rts . T h ese
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o b s ta c le s  have b een  th e  su b je c t of d isc u s s io n  in  th is  sec tio n .
W ith r e s p e c t  to  th e se  o b s ta c le s , i t  w as  found th a t in  the c a se  
of M exico and  L a tin  A m e r ic a  as  a  w hole, the  d ec lin ing  com m odity  
te rm s  of tra d e  a rg u m e n t h as  no t p ro v id ed  an  adequate  ex p lan atio n  fo r  
the p oor p e rfo rm a n c e  of ex p o rts  in r e c e n t  y e a r s  (B ra z il being  the 
excep tion). W hile th e r e  h as  not b een  an  o b se rv a b le  lo n g -ru n  ten d en cy  
fo r M ex ic o 's  o r  L a tin  A m e r ic a 's  com m odity  te rm s  of t ra d e  to dec line , 
th e re  h as  b een  a  c o n s id e ra b le  d e g re e  of s h o r t - ru n  f lu c tu a tio n  in  th e ir  
e x p o rt p r ic e s  and  e a rn in g s . I t w as found th a t  w h ile  M ex ico 's  ex p o rt 
p r ic e  f lu c tu a tio n s  w e re  g re a te r  than  th o se  e x p e r ie n c e d  by  the in d u s­
t r ia l iz e d  n a tio n s , th ey  w e re  g e n e ra lly  le s s  th a n  th o se  e x p e rie n c e d  by 
o th e r  m a jo r  L a tin  A m e ric a n  c o u n tr ie s , a  f a c to r  w hich  is  o ften  a t t r ib ­
u ted  to  M ex ic o 's  r e la t iv e ly  high  d e g re e  of e x p o r t d iv e rs if ic a tio n  by 
L a tin  A m e ric a n  s ta n d a rd s .
M e x ic o 's  p ro g ra m  of ex p o rt d iv e rs if ic a tio n  h as  no t, how ever, 
c o n trib u ted  s ig n if ic a n tly  to M ex ico 's  a b ility  to  expand i ts  vo lum e of 
ex p o rts  and i ts  c a p a c ity  to im p o rt f ro m  e x p o r ts .  I t  h a s  b een  su g g es ted  
th a t th e  r e la t iv e ly  slow  r a te  of p r im a ry  p ro d u c t e x p o rt exp an sio n  
ev id en t in  M exico and  L a tin  A m e ric a  h as  b e e n  la rg e ly  due to the  low 
incom e e la s t ic i ty  of dem an d  fo r  such  p ro d u c ts  in  the  in d u s tr ia l iz e d  
c o u n tr ie s  (the p r in c ip le  m a rk e ts  fo r  such  goods), and  the  p ro te c tio n -  
a l i s t  p o lic ie s  of the in d u s tr ia l iz e d  c o u n tr ie s . B e c a u se  of the l im ita ­
tio n s  th a t such  dem an d  o b s ta c le s  im p o se  on the  e x p o rts  of l e s s -
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developed  c o u n tr ie s , e co n o m ists  such  a s  R aul P re b is c h  have su g g es ted  
th a t th e  le s s  - developed  co u n tr ie s  sh o u ld  change the com position  of 
th e ir  ex p o rts  f ro m  p r im a r y  p ro d u c ts  to m an u fac tu red  goods th a t 
w ould not be su b je c t to the a fo re m en tio n ed  o b s ta c le s  to  expansion .
W hile the e x p o rt of m a n u fac tu red  goods w ould p ro b ab ly  involve a 
h igh  in itia l  d e g re e  of su b s id iza tio n  c o s ts ,  the b en efits  to be d e r iv e d  
fro m  such  m an u fa c tu re d  ex p o rts  in  te r m s  of g en era tin g  a m o re  v iab le  
e x p o rt s e c to r  and a  m o re  ra tio n a l d o m estic  in d u s tr ia liz a tio n  e ffo r t 
would, i t  is  a rg u ed , m o re  than  c o m p en sa te  fo r  th ese  co sts .
Som e ec o n o m is ts  have a rg u ed , how ever, th a t co u n tr ie s  such  
a s  M exico can  ach iev e  adequate  ex p o rt g row th  r a te  w ith  the p re s e n t  
co m p o sitio n  of e x p o rts . W illiam  F r e i th a le r  h as a rg u ed  th a t M exico 
h as  been  ab le  to  a d eq u a te ly  expand s e v e ra l  p r im a r y  p ro d u c t ex p o rts  
b e c a u se  of p ro d u c tiv ity  in c re a s e s  and  c o s t  red u c tio n s  ach ieved  in  the 
p ro d u c tio n  of th e se  goods. An ex am p le  of th is  is  found in  M ex ico 's  
coffee e x p o rts . F o r  the p e r io d  1963-1968, M ex ic o 's  ex p o rts  of coffee 
in c re a s e d  by 57. 0 p e r  cen t as  co m p a re d  to a  d e c re a se  of 0. 3 p e r  cen t 
in  the v a lu e  of B r a z i l 's  coffee e x p o rts  and a 29 p e r  cen t in c re a s e  in  
the to ta l v a lu e  of M ex ic o 's  ex p o rts  fo r  th a t p e rio d . i t  h as , th e r e ­
fo re , b een  a rg u e d  th a t d esp ite  a  low incom e e la s tic i ty  of dem and fo r  
p r im a ry  p ro d u c ts  M exico, a s  a  low c o s t  p ro d u c e r, can  ra p id ly  expand
^°Ibid . , pp. 78, 79, 220.
227
h e r  e x p o rts  of m any  m a jo r  and m inor, p r im a ry  p ro d u c ts .
The s t r u c tu r a l is t s ,  h o w ev er, a r e  not u rg in g  the  com plete  
t ra n s fo rm a tio n  of the  ex p o rt s e c to r  of a  c o u n try  su ch  a s  M exico,
T hey  a r e  only  u rg in g  th a t c o u n tr ie s  such  a s  M exico  in c re a s e  th e ir  
ex p o rts  of m a n u fa c tu re d  goods, no t only to re ju v e n a te  the grow th of 
th e ir  e x p o rts  b u t a lso  to b r in g  about a  m o re  ra t io n a l  po licy  of n a tio n a l 
in d u s tr ia liz a tio n . I t  w ould ap p ea r fro m  o u r p re v io u s  o b se rv a tio n s  on 
" in w ard "  in d u s tr ia l iz a tio n  and the p e rfo rm a n c e  of M ex ico 's  and L a tin  
A m e r ic a 's  ex p o rt s e c to r s  th a t such  a p o licy  of p ro m o tin g  m an u fac ­
tu re d  e x p o rts  shou ld  be a m o s t d e s ira b le  p o licy  in  M exico and in  L a tin  
A m e ric a  a s  a  w hole. R om ulo A. F e r r e r o  h a s  su m m a riz e d  the s t r u c ­
tu r a l i s t  se n tim e n t in  h is  o b se rv a tio n  tha t,
A s tudy  of the p ro b le m s  of L a tin  A m e ric a n  fo re ig n  tra d e , 
as  th ey  b e a r  on the developm en t p ro c e s s ,  in d ic a te s  th a t 
w hile  i t  is  e s s e n tia l  to do ev ery th in g  p o ss ib le  to in ­
c r e a s e  co m m o d ity  e x p o rts , i t  is  a lso  v i ta l ly  im p o rta n t 
to in c re a s e  the ex p o rt of m an u fac tu re s  and  s e m i­
m a n u fa c tu re s , now in  i ts  e a r ly  s tag e s . The la t te r  
w ould s e rv e  to  re d u ce  the f lu c tu a tio n s  in  e x p o rt ea rn in g s  
th a t r e s u l t  f ro m  the s h a rp  v a r ia t io n  in  in te rn a tio n a l 
com m odity  p r ic e s .  D iv e rs if ic a tio n  of e x p o rts  w ould 
p ro v id e  g r e a te r  p u rc h a s in g  pow er and g r e a te r  s tab ility .
'O u tw a rd 'In d u s tr ia liz a tio n ; The P ro m o tio n  of 
M an u fac tu red  E x p o rts  in  M exico
The su p p o sed  b en e fits  th a t a  co u n try  such  a s  M exico can  a c c ru e  
f ro m  the  p e rsu a n c e  of an  outyrard p o licy  of in d u s tr ia l iz a tio n  w ere
71F e r r e r o ,  "T he In te rn a tio n a l T rad e  of L a tin  A m e ric a , "p . 67.
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ad eq u a te ly  d is c u s s e d  in  the f i r s t  ch ap te r. In su m m ary , i t  w as found 
th a t the m a jo r  ad v an tag es  th a t 'o u tw ard ” in d u s tr ia liz a tio n  o ffe rs  over 
" in w a rd ” in d u s tr ia l iz a tio n  a re : (1) the fo s te r in g  of in d u s try  under 
conditions of in te rn a tio n a l com petition  r a th e r  than  w ith in  a ,n a rro w , 
p ro te c te d  m a rk e t ten d s  to red u ce  the high c o s ts  and in effic ien cy  a s s o c ­
ia te d  w ith  in d u s tr ia l iz a tio n  in  le s s -d e v e lo p e d  co u n tr ie s ; (2) the la rg e r  
ma:çket av a ilab le  to  in d u s tr ie s  th rough  "o u tw ard ” in d u s tr ia liz a tio n  
allow s such  in d u s tr ie s  to  ach iev e  econom ies of sc a le  and e x te rn a l 
econom ies they  cou ld  no t a c q u ire  th rough  ex c lu siv e  re lia n c e  on a 
n a rro w , u n b alanced  d o m estic  m a rk e t; (3) "o u tw ard ” in d u s tr ia liz a tio n , 
acco rd in g  to D, B, K eesing , p ro v id es  a co u n try  w ith  a  "window to 
the W e s t” th ro u g h  w hich  technology, b e t te r  p ro d u c tio n  tech n iq u es , and 
o th e r le a rn in g  e ffec ts  m ig h t e n te r ; and (4) "o u tw ard ” in d u s tr ia liz a tio n  
is  not su b jec t to  th o se  r e s t r a in ts  to d o m estic  in d u s tr ia liz a tio n  (m al­
d is tr ib u tio n  of incom e, reg io n a l d u alism , and the d im in ish in g  of the 
IS coeffic ien t) w hich  have s e rv e d  to d im in ish  the s tim u lu s  of in d u s­
tr ia l iz a tio n  to developm en t in  m any L a tin  A m e ric a n  co u n tr ie s . P e r ­
haps the m o st convincing  re a so n  fo r a le ss -d e v e lo p e d  coun try  to p r o ­
m ote a p o licy  of "o u tw a rd ” in d u s tr ia liz a tio n  is  th a t " in w ard ” in d u s­
tr ia l iz a t io n  in  m uch  of L a tin  A m e ric a  is  no lo n g er adequate  in  te rm s  
of ab so rb in g  a  grow ing u rb an  population  and s tim u la tin g  developm ent 
grow th.
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A lso, w e have found th a t " in w ard "  in d u s tr ia liz a tio n  c re a te s  
r a th e r  ir re d u c ib le  c a p ita l im p o rt needs w hich  a r e  in c re a s in g ly  no t 
being  sa tis f ie d  by  the expansion  of tra d it io n a l  ex p o rts . The L a tin  
A m erican  c o u n tr ie s  have t r ie d  to red u ce  p r e s s u r e s  on th e ir  e x te rn a l 
s e c to rs  by red u c in g  im p o rt needs th ro u g h  the u se  of " in w ard "  IS 
in d u s tr ia liz a tio n  r a th e r  than  th rough  im p ro v in g  the ea rn in g s  p e r fo rm ­
ance of ex p o rts  by changing the co m p o sitio n  of th o se  ex p o rts . The 
u se  of IS to red u ce  im p o rts , how ever, c re a te s  add itiona l needs fo r  
m o re  so p h is tic a te d  im p o rts  th rough  the s tag e d  seq u en tia l IS p ro c e s s .
In the face  of grow ing c u r re n t  accoun t d e f ic its , a lte rn a tiv e  m ean s of 
acq u irin g  fo re ig n  exchange have in m any  c a s e s , p ro v ed  in effec tiv e  in 
m ain ta in ing  adequate  c ap a c itie s  to im p o rt fo r co u n tr ie s  such  a s  M exico.
The p u rsu an ce  of an "ou tw ard" p o licy  of in d u s tr ia liz a tio n , how ­
e v e r , w orks to t r a n s fo rm  the tra d it io n a l  ex p o rt s e c to r ,  to in c re a s e  
the s ta b ility  of e x p o rt e a rn in g s , and to in c re a s e  the  r a te  of g row th  of 
a  c o u n try 's  c ap ac ity  to im p o rt. To the c o u n tr ie s  of L a tin  A m e rica , 
the v a lid ity  of th is  h y p o th esis  h as  an a p r io r i  h is to r ic a l  p roo f, i. e. , 
the su c c e sse s  of th o se  c o u n tr ie s  w hose e x p o rts  p r im a r i ly  c o n s is t  of 
m an u fac tu red  goods and  the fa i lu re s  of th o se  co u n tr ie s  w hose ex p o rts  
p r im a r i ly  c o n s is t  of p r im a ry  p ro d u c ts , a s  in te rp re te d  by the s t r u c ­
tu ra lis ts .
The above o b se rv a tio n s  have b een  of a  g e n e ra l n a tu re . The 
d eg ree  to w hich  an  "ou tw ard" po licy  of in d u s tr ia liz a tio n  should  be
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p u rsu e d  in  any  one co u n try  obv iously  depends upon fo rc e s  p e c u lia r  
to th a t co u n try . I t  is  qu ite  p ro b ab le  th a t M e x ic o 's  n eed  to a c tiv e ly  
p u rsu e  a  p o licy  of "o u tw ard "  in d u s tr ia l iz a t io n  is  le s s  than  the  need  of 
L a tin  A m e ric a n  a s  a  w h o l e . to p u rsu e  su ch  a  policy . M ex ic o 's  " in w ard "  
in d u s tr ia liz a tio n , un like the " in w a rd "  in d u s tr ia l iz a tio n  of L a tin  A m e r­
ic a  as  a  w hole, h as  p ro v id e d  an  ad eq u a te  s tim u lu s  to developm en t in  
te rm s  of in d u s tr ia l  g row th  r a te s  and  la b o r  ab so rp tio n . N e v e r th e le s s , 
" in w ard "  in d u s tr ia l iz a tio n  in M exico h a s  b e e n  m a rk e d  by the  h igh  c o s ts  
and in e ffic ien cy  of p ro d u c tio n  a s s o c ia te d  w ith  " in w ard "  in d u s tr ia l iz a ­
tion  in  o th e r L a tin  A m e ric a n  c o u n tr ie s , and  i t  is  a lso  a p p a re n t th a t 
M exico a lso  fa c e s  th o se  r e s t r a in t s  to " in w a rd "  in d u s tr ia l iz a tio n  (m a l­
d is tr ib u tio n  of incom e, reg io n a l d u a lism , and  a  low im p o rt co effic ien t) 
th a t have s ig n a led  the end of " in w ard "  in d u s tr ia l iz a tio n  in  c o u n tr ie s  
such  a s  A rg en tin a  o r  C h ile . M o re o v e r, th e  need  to  a c c e le r a te  the 
grow th  of e x p o rt e a rn in g s  in  M exico is  ju s t  a s  g r e a t  a s  the  n eed  in  
L a tin  A m e ric a  a s  a w hole. F o r  th e se  r e a s o n s ,  the ac tiv e  p ro m o tio n  
of m a n u fa c tu re d  e x p o rts  in  M exico h a s  b eco m e m o re  p ronounced  in 
re c e n t  y e a r s .
Som e of the m o re  im p o rta n t a s p e c ts  of "o u tw ard "  in d u s t r ia l i ­
za tion  in  M exico and  L a tin  A m e ric a  w ill b e  the  su b je c ts  of d isc u s s io n  
in  the  r e m a in d e r  of th is  ch ap te r . T he f i r s t  a s p e c t  of "o u tw ard " 
in d u s tr ia l iz a tio n  to be  d is c u s s e d  w ill be  the  co n trib u tio n  of m an u fac ­
tu re d  e x p o rts  to  the in d u s tr ia l  d ev e lo p m en t and  e x p o rt p e rfo rm a n c e
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of M exico and L a tin  A m e r ic a  as  a  w hole. Second, c o n s id e ra tio n  w ill 
be g iven  to the  ty p es of m an u fac tu re d  p ro d u c ts  th a t a r e  being  ex p o rted  
f ro m  M exico and  L a tin  A m e ric a . A s i t  w ill be  po in ted  out, the com ­
p o s itio n  of m a n u fa c tu re d  ex p o rts  can  be  an  im p o rta n t d e te rm in a n t of 
the p e rfo rm a n c e  of m a n u fac tu red  e x p o rts . T h ird , the two m ech an ism s  
of "o u tw ard "  in d u s tr ia liz a tio n , w o rld  tra d e  in  g e n e ra l and  p a r t ic ip a ­
tio n  in  LA FTA , w ill be exam ined  w ith  r e s p e c t  to  the ad v an tag es  and 
d isad v an tag es  th a t each  m ech an ism  o ffe rs  to the dev elo p m en t p lan n er. 
F in a lly , the r e a d e r  sh o u ld  re m e m b e r  th a t "o u tw ard "  in d u s tr ia liz a tio n  
c a r r ie s  a  h igh  r is k ,  a  p o in t often  ig n o re d  by the s t r u c tu r a l is t s .  "O ut­
w a rd "  in d u s tr ia liz a tio n , if im p ro p e r ly  u sed , can  be p o te n tia lly  h a rm ­
fu l to d o m estic  in d u s tr ie s  th a t have b een  cu ltiv a te d  u n d er p ro te c tio n ­
ism . "o u tw ard " in d u s tr ia l iz a tio n  w ill a lso  re q u ire  a  h igh  in itia l  co s t 
in  te rm s  of the su b s id iz a tio n  of high c o s t d o m e stic  m a n u fa c tu re rs .
The U nited  N ations In d u s tr ia l  D evelopm en t O rg an iza tio n  h as , h . v e v e r , 
put th e se  r is k s  in to  p ro p e r  p e rsp e c tiv e  in  th e ir  o b se rv a tio n  tha t, "The 
high  d e g ree  of s p e c ia liz a tio n  im p lied  in a  p ro n o u n ced  ex p o rt o r ie n ta ­
tion  of in d u s tr ia l  d ev e lo p m en t undoubtedly  c a r r i e s  a  c o n s id e ra b le  
r is k ,  fo r  the econom y a s  a  w hole and even m o re  fo r  ind iv idual p ro ­
d u c e rs . The r e a l  a l te rn a tiv e , how ever, is  no t a  s im ila r  d e g ree  of 
in d u s tr ia l  dev e lo p m en t w ith  le s s  r i s k  b u t a  s lo w er r a te  of
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in d u s tr ia liz a tio n . G iven  L a tin  A m e r ic a 's  p re fe re n c e  fo r in d u s­
tr ia l iz a t io n , the  la t t e r  a lte rn a tiv e  w ill be  u n accep tab le .
The p e rfo rm a n c e  of the  m anuf a c tu r  e d 
e x p o rts  of M exico and  L a tin  A m e ric a
L a tin  A m e ric a  h a s  not, u n til r e c e n t  y e a r s ,  a c tiv e ly  p u rsu ed  
a  po licy  of p ro m o tin g  m anuf a c tu r  ed e x p o r ts , a  fa c to r  w hich p a r t ia lly  
ex p la in s  the  p o o r p e rfo rm a n c e  of L a tin  A m e r ic a n  ex p o rts . D esp ite  
the a b sen ce  of a  p o licy  of ac tiv e  m a n u fa c tu re d  e x p o rt p ro m o tio n , the 
g row th  of L a tin  A m e r ic a 's  m a n u fa c tu re d  e x p o rts  h as  b ee n  s ig n ifican tly  
g r e a te r  th an  the g row th  of L a tin  A m e r ic a 's  t ra d it io n a l ex p o rts  s in ce  
1955. In c o m p a riso n  to the grow th of m a n u fa c tu re d  ex p o rts  fro m  
o th e r  le s s -d e v e lo p e d  reg io n s  and the  w o rld , how ever, L a tin  A m e r ic a 's  
exp an sio n  of m a n u fa c tu re d  ex p o rts  h a s  show n m uch  room  fo r  im p ro v e ­
m en t. L a tin  A m e r ic a 's  e x p o rts  of m a n u fa c tu re d  p ro d u c ts  in c re a se d  
by 43 p e r  cen t fo r  the p e r io d  1955-1963, a s  c o m p a red  to a  22 p e r  cen t 
in c re a s e  in  the v a lu e  of L a tin  A m e r ic a 's  co m m o d ity  ex p o rts  fo r  th is  
p e rio d . D uring  the  sam e  p e rio d  of tim e , how ever, the m an u fac tu red  
e x p o rts  of a l l  le s s -d e v e lo p e d  c o u n tr ie s  in c re a s e d  by 60 p e r  cen t and 
the  m a n u fa c tu re d  e x p o rts  of the w o rld  in c re a s e d  by 90 p e r  cent.
72 U. N. , "T he N eed fo r  an  E x p o r t O rien ted  P a t te rn  of In d u s­
tr ia l iz a t io n , " p. 29.
*73 - .
p in c u s . T ra d e , Aid, and  D evelo p m en t, pp. 180, 243.
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A lthough the grow th of m an u fac tu red  e x p o rts  w as n e a r ly  tw ice a s  g re a t  
a s  the g row th  of com m odity  e x p o rts  in  L a tin  A m e ric a  fo r  the p e r io d  
I 955 - I 963 , the to ta l g row th  of L a tin  A m e ric a n  e x p o rts  (25 p e r  cent) 
w as only s lig h tly  g r e a te r  th an  the grow th  of com m odity  ex p o rts  fo r 
the p e rio d  (22 p e r  cen t). , The m in im a l in fluence of the grow th  of 
m an u fac tu red  e x p o rts  on L a tin  A m e r ic a 's  to ta l e x p o rt p e rfo rm a n c e  
fo r th is  p e r io d  can  be ex p la in ed  by the fa c t th a t w hile  55 p e r  cen t of 
w o rld  tra d e  c o n s is te d  of tra d e  in  m an u fac tu red  goods in  1963, only ten  
p e r  cen t of L a tin  A m e r ic a 's  to ta l ex p o rts  w e re  c la s s if ie d  a s  m an u fac­
tu re d  goods in  1963 .
As of 1963 , i t  could have been  concluded  th a t L a tin  A m e ric a  
w as not a s  co m p e titiv e  a s  o th e r  le ss -d e v e lo p e d  co u n tr ie s  in  p rom oting  
m an u fa c tu re d  e x p o rts . W hile L a tin  A m e ric a  acco u n ted  fo r  40 p e r  
cen t of the in d u s tr ia l  p ro d u c tio n  of the le s s -d e v e lo p e d  n a tio n s , its  
e x p o rts  of m a n u fac tu red  goods re p re s e n te d  only 20 p e r  cen t of the le s s -  
developed  nation 's to ta l e x p o rts  of th e se  goods. W hile m an u fac tu red  
e x p o rts  a s  a  p e rc en ta g e  of to ta l ex p o rts  in  1962 am ounted  to only 10 
p e r  cen t in  L a tin  A m e ric a , they  w ere  23 p e r  c e n t in  C e n tra l A frica ,
35 p e r  cen t in  the  s te r l in g  a r e a  of A sia , and 17 p e r  cen t fo r  a l l  l e s s -  
developed  c o u n tr ie s . By I 96O, how ever, L a tin  A m e r ic a 's
^ ^ Ib id ., p. 64.
75F e r r e r o ,  "The In te rn a tio n a l T rad e  of L a tin  A m e ric a , "
pp. 68- 69.
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p reo ccu p a tio n  w ith  ''inw ard." in d u s tr ia l iz a tio n  w as o v er, as  w as L a tin  
A m e r ic a 's  r e l ia n c e  on tra d it io n a l  e x p o rts  to  s a tis fy  h e r  grow ing im ­
p o r t  n eeds. B y i 960 , n e a r ly  e v e ry  L a tin  A m eric an  co u n try  h ad  f o r ­
m u la ted  a  p lan  fo r  the ac tiv e  p ro m o tio n  of m an u fac tu red  e x p o rts .
T ha t th e se  v a r io u s  p lans have b een  re la tiv e ly  effective  is  ev id en t by 
the fa c t th a t fo r  the  p e r io d  1960-1967, L a tin  A m e r ic a 's  m an u fa c tu re d  
ex p o rts  in c re a s e d  by IO6 p e r  cen t. The av e ra g e  annual r a te  of 
in c re a s e  of m a n u fac tu re d  e x p o rts  du ring  th is  p e rio d  of 10 p e r  cen t 
w as m o re  than  tw ice a s  g re a t  a s  the annual r a te  of in c re a se  of to ta l 
e x p o rts  (4. 4 p e r  cent) and  i t  w as n e a r ly  tw ice a s  g re a t  a s  the annual 
r a te  of in c re a s e  of to ta l g ro s s  in d u s tr ia l  p ro d u c t (5. 4 p e r  cen t) fo r  
the  p e rio d . A lthough the ad v an ces  in  the p ro m o tio n  of m an u fac tu red  
e x p o rts  have b een  m o s t encourag ing  in  re c e n t  y e a rs , th e ir  c o n tr ib u ­
tio n  to in d u s tr ia liz a tio n  and e x p o rt p e rfo rm a n c e  m u st s t i l l  be v iew ed  
a s  m arg in a l. In 1967 L a tin  A m e r ic a 's  m an u fac tu red  e x p o rts  w e re  
only v a lu ed  a t  1. 73 b illio n  d o lla rs . T h is va lue  re p re s e n te d  only 15 
p e r  cen t of to ta l L a tin  A m e ric a  ex p o rts  and le s s  than two p e r  c e n t of 
the reg io n s  in d u s tr ia l  p roduct. The im p o rtan ce  of m an u fa c tu red  
e x p o rts  is ,  how ever, grow ing.
76,
'P ro g re s s  U nder the A llian ce , " B u s in e ss  L a tin  A m e rica , 
Ju ly  24, 1969 , p. 236 .
^^Ibid. , p. 237.
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A s in  the c a se  of L a tin  A m e ric a  a s  a  w hole, the a c tiv e  p r o ­
m otion  of m an u fac tu re d  ex p o rts  in  M exico h a s  b een  a  re la t iv e ly  re c e n t  
phenom ena, bu t i t  h a s  b een  a phenom ena of grow ing im p o rtan ce  to 
M ex ico 's  in d u s tr ia l  developm en t and e x p o rt p e rfo rm a n c e . W h ereas  
m an u fac tu red  ex p o rts  co n s titu ted  only sev en  p e r  cen t of M ex ico 's  
ex p o rts  in  1950, they  w e re  17 p e r  cen t of M ex ico 's  ex p o rts  in  19^4, 
and 24 p e r  cen t of ex p o rts  in  1969 (T able 37).
P h ilippe  C. S c h m itte r  and E r n s t  B. H aas have su g g ested  th a t 
M ex ico 's  a ttitu d es  to w ard  the ex p o rt of m a n u fa c tu re s  underw en t a  
m a jo r  change in  I960, a  change w hich w as to  r e s u l t  in  the fo rm u la tio n  
of a  p ro g ra m  of a c tiv e  p ro m o tio n  of m a n u fa c tu re d  ex p o rts . M exico 
in  i 960 w as s tru g g lin g  to  so lve  w hat R aym ond V ern o n  h as  r e f e r r e d  to  
a s  the d ilem m a of M ex ic o 's  developm ent. M ex ic o 's  e x te rn a l s e c to r  
w as p e rfo rm in g  p o o rly  and  it  w as fe lt  by  m any  th a t " in w ard " in d u s ­
t r ia l iz a t io n  had re a c h e d  the l im its  of i ts  g row th , and w as now slow ing 
down. It w as fe lt  th a t one w ay out of th is  d ilem m a w as th rough  the 
expansion  of m an u fac tu red  ex p o rts . D o m estic  m a n u fa c tu re rs , how ­
e v e r , w e re  h e s ita n t to  e n te r  the ex p o rt s e c to r .  They fe lt  th a t b e c a u se  
of th e ir  high co s t, fo s te re d  by y e a rs  of p ro te c tio n ism , they  could  no t 
be co m p etitiv e  in  w o rld  m a rk e ts .  T h ese  d o m estic  m a n u fa c tu re rs
S c h m itte r  and  H aas, M exico and L a tin  A m e rica n  E conom ic
In te g ra tio n , p. I 6 .
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TA BLE 37
M ANUFACTURED GOODS IN M EXICO'S WORLD TRADE
(T housands of P e so s )
W orld
T o ta l
E x p o rts
M an u fa c tu r­
ed  ex p o rts
L a tin  A m erican- 
T o ta l M an u fac tu red  
E x p o rts  E x p o rts
1966 14, 985, 000 2 ,4 5 7 , 540 1, 282, 560 , 611 , 558
1967 1 4 ,314 , 000 2 , 333, 319 1, 127, 864 669 , 539
1968 1 5 ,6 7 4 ,0 0 0 3, 118, 100 1, 368 , 100 709, 601
1969 18, 135, 000 4, 271, 797 1, 509, 887% 1, 060, 515%
P e rc e n ta g e  
change 
o v er the  
p e r io d 21. 0 73. 0 17. 7 73. 0
M an u fac tu red  
e x p o rts  a s  
a  p e rc e n tag e  
of to ta l 
e x p o rts  in
1969 23. 5 70. 0
N otes:
^ M e x ic o 's  e x p o r ts  of m a n u fa c tu re s  to L a tin  A m e ric a  fo r  1968 
and 1969 c o n s is t  of e x p o rts  to LA FTA  and e x p o rts  to the CACM and 
P a n a m a  w hich w e re  81 p e r  c en t of M ex ic o 's  non -L A F T A , L a tin  
A m e ric a n  e x p o rts  in  19 6 8, T o ta l e x p o rts  fo r  I 968  and  1969 w ere  
b a s e d  on the w hole reg io n .
^ E s tim a te d  f ro m  the  f i r s t  n ine m onths of I 96 9 .
^L A FT A  tra d e  fo r  1966 and  1967 does n o t in c lu d e  V enezuela  
and  B oliv ia .
B e c au se  of the l im ita tio n s  of the  above d a ta  a s  e x p re s s e d  by 
the above n o te s , and  b e c a u se  of the co n s ta n t re v is in g  of d a ta  by the 
M ex ican  g o v ern m en t, th is  tab le  should  be u sed  w ith  cau tion . The
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TA BLE 37- -C o n tin u ed
LAFTA^: R e s t of L a tin  A m e ric a ^
T o ta l M an u fac tu red T o ta l M an u fac tu red
ex p o rts E x p o rts E x p o rts E x p o rts
708, 287 4 2 1 ,430 574,273 190 , 128
595, 613 440, 138 532,251 229,401
778, 000 470, 653 590 , 227 23 8, 948
1, 076, 887 753, 814 433, 000^ 306, 701%
52. 0 78. 0 - 24. 0 6 1 . 0
■ • • 69. 9 • 70. 0
above fo re ig n  tra d e  s ta t i s t ic s ,  lik e  a l l  L a tin  A m e ric a n  s ta t i s t ic s ,  m ay  
con ta in  a h igh  d e g re e  of e r r o r .
S o u rces: C a lc u la te d  fro m : A so c iac io n  L a tin o a m e r ic a n a  de L ib re
C o m erc io , C om ite  E jecu tiv o  P e rm a n e n te , E l C o m erc io  
E x te r io r  de la  ALALC (C E P /R e p a rtid o  l l 6 l ) ,  M ontevideo, 
June 17, 1969; "The E x te rn a l  S e c to r  of M ex ico 's  E conom y 
in  1967 , " C o m erc io  E x te r io r  de M exico, XIV, No. 4 
(A p ril, 1968), pp. 2 -4 ; "The E x te rn a l  S ec to r  of M ex ico 's  
E conom y in  1969, " C o m erc io  E x te r io r  de M exico, XVI,
No. 4 (A pril, 1970), pp. 2 -3 ; "M ex ico 's  L a tin  A m e ric a n  
T ra d e , " R eview  of the E co n o m ic  S ituation  of M exico,
XXV, No. 531 (F e b ru a ry , 1970), p. 32; M exico, S e c r e ta r ia  
de Indus t r i a  y C o m erc io , A n u ario  E s ta d is tic o  del C o m erc io  
E x te r io r  de lo s  E s ta d o s  U nidos M exicanos, 1968 
(M exico, D. F . : T a lle r  es  G râ fic o s  de la  N acidn, I 969 ); 
M exico, S e c r e ta r ia  de In d u s tr ia  y C o m erc io , D ire c io n  
G e n e ra l de In te g ra c io n  E co n o m ica  L a tin o am erican o , 
In te g ra c io n  L a tinoam e r ic a n a . No. 18, (F e b ru a ry , 1970).
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fe lt  th a t th ey  cou ld  only e n te r  in to  the e x te rn a l s e c to r  if the g o v e rn ­
m en t w ould in  som e way g u a ran tee  th e ir  o p e ra tio n s  a g a in s t r is k . The 
go v ern m en t re sp o n d e d  by fo rm u la tin g  two g e n e ra l p lan s  fo r p rom oting  
m a n u fa c tu red  e x p o rts .
The f i r s t  of th e se  p lan s involved  M ex ic o 's  p a r tic ip a tio n  in  
LA FTA . The seco n d  of th ese  p lans involved  the e s ta b lish m e n t of a 
g e n e ra l sy s te m  of su b s id ie s , tax  ex em p tio n s, and c re d it  ex ten sio n s  to 
s tim u la te  the e x p o rt of m an u fa c tu re d  goods to  w o rld  m a rk e ts  in  gen­
e ra l .  F i r m s  th a t m an u fac tu red  goods fo r  ex p o rt cou ld  re c e iv e  ex ­
em ptions f ro m  e x p o rt tax es , p e rm a n e n t su b s id ie s , red u c tio n s  on 
ta x e s  fo r  im p o rte d  raw  m a te r ia ls  and  c ap ita l, tax  exem ptions, and up 
to fifty  p e r  c en t r e b a te s  on r a i l  f re ig h t to po in ts  of export. In ad d i­
tion , th e  F u n d  fo r  the P ro m o tio n  of M an u fac tu red  E x p o rts  (FOMEX) 
w as e s ta b lish e d  in  1963. FOM EX, w hich is  sp o n so red  by the B anco 
de M exico , S. A. , o ffe rs  f in a n c ia l back ing  fo r  c re d it  s a le s  of m an u ­
fa c tu re d  ex p o rts  and  e x p o r t-o r ie n te d  p ro d u ctio n . FOM EX, th rough  
its  c r e d i t  g u a ra n te e s  to e x p o r te rs , h as  enab led  M exican  e x p o r te rs  of 
m a n u fa c tu re d  goods to ap p ro ach  in te rn a tio n a l m a rk e ts  under s tro n g e r  
com petive  cond itions than  th o se  p re v a ilin g  b e fo re  FOM EX w as e s ta b ­
lish ed , The a ccep tan ce  of FOM EX by M exican  m a n u fa c tu re rs  has 
b een  en co u rag in g , a s  in d ica ted  by  the fa c t th a t w hile only s ix  p e r  cen t 
of M ex ic o 's  m an u fac tu red  ex p o rts  w e re  f in an ced  by FOM EX in  1965,
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22 p e r  cen t of such  ex p o rts  w ere  financed  by FOM EX in  1968.
T h is  ac tiv e  M exican  p ro m o tio n  of m an u fa c tu re d  ex p o rts  has 
p a id  high d iv idends in  re c e n t  y e a rs , M ex ico 's  m a n u fac tu red  ex p o rts  
in c re a s e d  by 90. 9 p e r  cen t fo r the  p e r io d  1964-1969, fro m  2. 24 
b illio n  p e so s  in  1964 to 4. 27 b illio n  p eso s  in  1969. T his in c re a se  
in  the v a lu e  of m a n u fac tu red  ex p o rts  p a r t ia l ly  o ffse t the poor p e rfo rm - 
ance of com m odity  ex p o rts  w hich in c re a s e d  by  only 2 6 . 9 p e r  cen t fo r 
th is  p e rio d . The in c re a s e  in  the value  of to ta l e x p o rts  fo r the p e rio d , 
w as 37. 7 p e r  cen t.
S ince 1966, the d isp a r i ty  betw een  the g row th  r a te s  of m an u ­
fa c tu re d  and n o n -m a n u fac tu re d  M exican  ex p o rts  h a s  b een  even m o re  
ev iden t (T able 37). F o r  the p e r io d  1966-1969 the to ta l grow th  of non­
m a n u fac tu red  ex p o rts  w as only 11 p e r  cen t a s  c o m p a re d  to a  73 p e r  
cen t in c re a s e  in  the v a lu e  of m an u fac tu red  e x p o rts . The im p o rtan ce  
of M ex ico 's  m a n u fa c tu red  ex p o rts  can  be see n  by  the fa c t th a t th e ir  
g row th  acco u n ted  fo r  57. 6 p e r  cen t of the g row th  of to ta l ex p o rts  fo r 
the p e r io d  I 966 - I 969 ( to ta l ex p o rts  in c re a s e d  by 3, 150 m illio n  peso s  
w hile  m anv ifac tu redexports  in c re a s e d  by 1, 814 m illio n  pesos).
79 "R esum e of the FOM EX O p era tio n a l R ep o rt, " C o m erc io  
E x te r io r  de M exico , XVI, No. 4 (A pril, 1970), pp. 15-17.
U nited N atio n s, D ep artm en t of E conom ic  and  S ocia l A ffa irs , 
Y earbook  of In te rn a tio n a l T rad e  S ta tis t ic s ,  1966 (S T /S T A T /S E R . G /17), 
1968 , pp. 541-547; T ab le  35.
® 4bid.
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The co n trib u tio n  of m an u fa c tu re d  ex p o rts  to  the p e rfo rm a n c e  
of M ex ic o 's  e x p o rt s e c to r  h as b e e n  f a r  f ro m  m a rg in a l in  r e c e n t  
y e a r s .  M an u fac tu red  ex p o rts  r e p r e s e n t  a  ra p id ly  grow ing s h a re  of 
M ex ic o 's  to ta l ex p o rts , and m an u fac tu re d  ex p o rts  have b een  by  f a r  
the m o s t dynam ic e lem en ts  of M ex ic o 's  e x p o rt s e c to r  du ring  the  p a s t  
decad e . The co n trib u tio n  of m a n u fa c tu red  ex p o rts  to M ex ico 's  in d u s ­
t r i a l  developm ent, how ever, m u s t  s t i l l  be c o n s id e re d  m a rg in a l. In 
1968 only 2. 7 p e r  cen t of M ex ic o 's  G IP  w as exported . W hile th is  
e x p o rt s h a re  is  sm a ll, i t  h as  b e en  grow ing. In 1964 only 1. 7 p e r  
cen t of M ex ico 's  G IF w as ex p o rted . M o reo v er, the grow th  of m an u ­
f a c tu re d  ex p o rts  during  the p a s t  b./o y e a rs  (33. 6 p e r  c e n t in 1968 and 
37. 0 p e r  cen t in  1969) w as o v er th re e  tim e s  g re a te r  th an  the g row th  
of G IF  d u rin g  th o se  y e a rs .
The co m p o sitio n  of m an u fac tu red  
exports"
A s it  w as po in ted  out in  the  f i r s t  c h a p te r , the co m p o sitio n  of 
a  le s s -d e v e lo p e d  c o u n try 's  m an u fac tu re d  ex p o rts  can  be an  im p o rta n t 
d e te rm in a n t of the p e rfo rm a n c e  of th o se  e x p o rts  in  te rm s  of s tim u ­
la tin g  in d u s tr ia l  developm en t and  in  te rm s  of p ro m o tin g  e x p o rt expan ­
sion . A c o u n try 's  choice of w hat m a n u fa c tu red  ex p o rts  to  p ro m o te  can, 
th e re fo re ,  have an im p o rta n t e ffe c t on the s h o r t - te rm  and  lo n g - te rm  
developm en t p ro sp e c ts  of th a t coun try .
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Two a rg u m en ts  co n cern in g  the  co m p o sitio n  of the m a n u fac ­
tu re d  e x p o r ts  of le s s -d e v e lo p e d  c o u n tr ie s  have e m e rg e d  in  re c e n t  
y e a r s .  One a rg u m en t, a s  pu t fo r th  by H al B, L a ry , su g g e s t th a t 
le s s -d e v e lo p e d  c o u n tr ie s  shou ld  p r im a r i ly  p ro m o te  th o se  m an u fac ­
tu re d  e x p o rts  fo r  w hich they  p o s s e s s  a  c o m p a ra tiv e  ad van tage  in
82w o rld  t r a d e - - la b o r - in te n s iv e  goods. H al B, L a ry  re a so n s  th a t 
the r a te  a t  w hich  m an u fa c tu red  e x p o rts  can  expand depends on th e ir  
co m p e titiv e  p o s itio n , the g row th  of w o rld  dem and  fo r  such  e x p o r ts , 
and the  t a r i f f  p o lic ie s  of the d eveloped  c o u n tr ie s . On the b a s is  of a ll  
of th e se  lim ita tio n s , H al B, L a ry  co n c lu d es  th a t ex p o rts  of such  goods 
a s  te x t i le s ,  c lo th ing , fo o tw ear, g la s  sw ea r, p r e p a re d  foods, o p tic a l 
goods, an d  sm a ll a p p lian ces  have th e  g r e a te s t  grow th  p o ten tia l f ro m
Q O
the le s s -d e v e lo p e d  c o u n tr ie s . H al B. L a ry  a lso  co n clu d es th a t 
the p ro m o tio n  of such  ex p o rts  w ill y ie ld  su b s ta n tia l b e n e fits  to the 
in d u s tr ia l  dev elo p m en t of the l e s s -  developed  coun try . One of the 
m o s t s e r io u s  p ro b le m s  fac in g  in d u s tr ia l iz a tio n  in le s s -d e v e lo p e d  
c o u n tr ie s  h as  b een  the in a b ility  of in d u s tr ie s  to ad eq u a te ly  a b so rb  
la b o r . T h rough  the  ac tiv e  p ro m o tio n  of la b o r - in te n s iv e  m an u fac tu red  
e x p o rts , th is  p ro b le m  can  be  a llev ia te d .
L a ry , Im p o rts  of M a n u fac tu re s  f ro m  L e ss -D e v e lo p e d  
C o u n tr ie s , p. iC
® ^Ibid., p. 89.
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The LA IESP co n ten d s , h o w ev er, th a t w hile  the expansion  of
la b o r- in te n s iv e  m a n u fa c tu re d  goods is  d e s ira b le , th e  m a in  im petus
 ^ of e x p o rt p ro m o tio n  shou ld  be d ire c te d  a t  d u rab le  c o n su m e r and 
84c a p ita l goods. T h e ir  a rg u m e n t is  b a se d  on the  supposed  advan tages 
th a t such  e x p o rts  w ould have o v e r  la b o r- in te n s iv e  e x p o rts  in  s tim u la ­
ting  in d u s tr ia l  d ev e lo p m en t and  e x p o rt expansion .
W ith r e s p e c t  to  the s tim u lu s  of m an u fa c tu re d  e x p o rts  to in d u s­
t r i a l  developm ent, the LA IESP h as  o b se rv e d  th a t in  te x tile  and food 
p ro d u c tio n  eco n o m ies of s c a le  a r e  in s ig n ifican t. In  the  p ro m o tio n  of 
d u rab le  co n su m e r and  c a p ita l goods, how ever, eco n o m ies  of sca le  
a r e  v e ry  s ig n ifican t. M o reo v e r, the in it ia l  s c a le  re q u ire m e n ts  fo r 
p roducing  ca p ita l and  d u ra b le  c o n su m e r goods a r e  m uch h ig h e r  than 
th o se  re q u ire d  fo r  p ro d u c in g  n o n -d u ra b le  c o n su m e r goods. The 
im p a c t of an  expanded  m a rk e t  on d o m estic  p ro d u c tio n  w ould, th e r e ­
fo re , be g r e a te s t  in  the c a se  of d u rab le  c o n su m e r and  c a p ita l goods 
e x p o rts . It is  p o in ted  ou t th a t w hile  the expansion  of la b o r- in te n s iv e  
: m an u fac tu re d  ex p o rts  w ill s e rv e  to ra tio n a liz e  the  d o m estic  p ro d u c tio n  
of such  goods, i t  w ill a lso  s e rv e  to  in c re a s e  the  s h a re  of su ch  p ro d u c ts  
in  d o m estic  p ro d u c tio n , a  s h a re  w hich is  a t p r e s e n t  e x c e s s iv e ly  high.
84 U nited N atio n s, In d u s tr ia l  D evelopm en t O rg an iza tio n , The 
L a tin  A m e ric a n  In s titu te  fo r  E co n o m ic  and  S o c ia l P lan n in g , " In d u s ­
t r i a l  D evelopm ent S tra te g y  in  L a tin  A m e ric a , " In d u s tr ia liz a tio n  and 
P ro d u c tiv ity , No, 13, 1969, p. 37,
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The LiAIESP a rg u e s  th a t, . . o v e r th e  long te rm , lig h t in d u s tr ie s  
tend  to  have a  le s s  dynam ic e ffec t on the  r e s t  of the econom y, a s  a 
r e s u l t ,  in te r  a lia , of the fa c t th a t th e ir  te c h n ic a l con ten t is  s m a lle r  
and the  ch a in  of tech n o lo g ica l in te r re la t io n s h ip s  s h o r te r ,  A
b a la n c ed  in d u s tr ia l  developm ent r e q u ire s  the p ro m o tio n  of c a p ita l 
and d u rab le  co n su m e r goods in d u s tr ie s .  Such a  p ro m o tio n  can  not 
r e a l is t ic a l ly  tak e  p lace  ex c lu s iv e ly  w ith in  the confines of the sm a ll 
and p o o rly  o rg an iz ed  d o m estic  m a rk e ts  of the le s s -d e v e lo p e d  coun­
t r i e s .  W hile le s s -d e v e lo p e d  c o u n tr ie s  have v iew ed  th e ir  m an u fac ­
tu re d  ex p o rts  a s  sp illo v e rs  f ro m  d o m estic  p ro d u ctio n , the opposite  
m u s t to som e d e g ree  hold  tru e  in  the c a se  of the developm ent of 
c a p ita l  and d u rab le  c o n su m er goods in d u s tr ie s .
W ith r e s p e c t  to  the co n trib u tio n  of la b o r - in te n s iv e  in d u s tr ie s  
to the  a b so rp tio n  of a  ra p id ly  grow ing u rb a n  la b o r  fo rce , the LA IESP 
c o r re c t ly  o b se rv e s  th a t lab o r a b so rp tio n  does no t depend so le ly  on 
the s iz e  of a n  in d u s try 's  la b o r -o u t-p u t ra tio , i t  a lso  depends upon 
the g row th  of th a t in d u s try 's  ou tput and  th e  m u ltip lie r  e ffec ts  of th a t 
in d u s try  on output and em ploym ent in  o th e r  in d u s tr ie s .
The LA IESP contends th a t ex p o rts  of c a p ita l and d u rab le  con­
su m e r goods have a  g re a te r  g row th  p o te n tia l than  do the la b o r- in te n s iv e  
m a n u fa c tu re d  ex p o rts  of le s s -d e v e lo p e d  c o u n tr ie s . The LA IESP h as
®^Ibid., p. 43.
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o b se rv e d  th a t, "The p ro d u c ts  of the m e ta l-w o rk in g  and m e ta l t r a n s ­
fo rm in g  in d u s tr ie s  acco u n t fo r  o v er 60 p e r  cen t, and  th e se  plus 
ch em ica l p ro d u c ts  fo r  m o re  than  70 p e r  cen t of w o rld  e x p o rts  of 
m a n u fac tu re d  goods . I t  is  in  r e s p e c t  to th e se  ite m s  too, th a t the 
volum e of in d u s tr ia l  e x p o rts  shows the g r e a te s t  in c re a se .
The LA IESP has  po in ted  out th a t a t le a s t  one re a so n  fo r the 
poo r p e rfo rm a n c e  of L a tin  A m e r ic a 's  m a n u fa c tu re d  ex p o rts  re la t iv e  
to  the p e rfo rm a n c e  of w o rld  ex p o rts  of m a n u fa c tu red  goods du ring  the 
p e rio d  1953-1963 can  be found in the co m p o sitio n  of th o se  e x p o rts .
In  1964 only  4. 8 p e r  cen t of the m an u fac tu re d  e x p o rts  of L a tin  A m e r­
ic a  c o n s is te d  of m a c h in e ry  and t r a n s p o r t  equ ip m en t (SITC se c tio n  
seven). The la r g e s t  p a r t  of m an u fac tu red  e x p o rts  (81, 0 p e r  cent) 
c o n s is te d  of m a n u fa c tu re rs  c la s s if ie d  b y  m a te r ia ls  (tex tile , e tc , ,
SITC se c tio n  six) and  m isc e lla n e o u s  m a n u fa c tu re rs  (footw ear, c lo th ing , 
e t c . , SITC se c tio n  eight). W orld  e x p o rts  of m an u fa c tu re s , how ever, 
con ta in ed  a  v e ry  la rg e  s h a re  (41 .8  p e r  cent) of m a c h in e ry  and t r a n s ­
p o r t  equ ipm en t e x p o rts . The im p o rta n c e  of th e se  c o n tra s tin g  co m ­
p o sitio n s  of m an u fac tu re d  ex p o rts  to the g row th  r a te s  of L a tin  A m e r ­
ican  and  w o rld  e x p o rts  of m a n u fa c tu re s  can  be  se e n  by  the fa c t th a t 
w o rld  e x p o rts  of m a c h in e ry  and  t r a n s p o r t  equ ipm en t g rew  a t  an  a v e r ­
age annual r a te  of 10, 5 p e r  cen t fo r the p e r io d  1953-19(3 while w o rld
.........
Ibid, , p, 41,
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ex p o rts  of m a n u fa c tu re s  c la s s if ie d  by m a te r ia ls  and  m isc e lla n e o u s  
m a n u fac tu re s  g rew  a t  an  a v e ra g e  annual r a te  of only  6. 9 p e r  cen t fo r 
th is  p erio d .
It is  re a so n a b le  th a t w o rld  ex p o rts  r f  co n su m e r d u rab le  and 
c a p ita l goods shou ld  be grow ing a t  a f a s te r  r a te  th an  ex p o rts  of la b o r -  
in ten siv e  co n su m e r n o n -d u ra b le  goods. F i r s t ,  the  incom e e la s tic i ty  
of w o rld  dem and is  g r e a te r  fo r co n su m er d u rab le  and  ca p ita l goods 
than  i t  is  fo r  la b o r - in te n s iv e  co n su m e r n o n -d u ra b le  goods. The U, N. 's  
ca lcu la tio n  of the e la s t ic i t ie s  of w o rld  output (w hich c o rre sp o n d s  
rough ly  to  the  incom e e la s t ic i ty  of dem and) fo r v a r io u s  co n su m er 
n o n -d u rab le  and  p ro d u c e r  goods tends to v e r ify  th is  h y p o th esis . The 
incom e e la s t ic i t ie s  of output fo r v a rio u s  goods c la s s if ie d  as  e ith e r  
n o n -d u rab le  co n su m e r o r  p ro d u c e r  goods w e re  found to be  a s  fo llow s: 
le a th e r  p ro d u c ts , 0. 89; food, b e v e ra g e s , and to b acco , 0. 98; te x tile s , 
1 .21; c lo th ing  and  fo o tw ear, 1. 36; ch em ica ls  and p e tro le u m  p ro d u c ts ,
1. 55; m e ta l p ro d u c ts , 1. 98; and b a s ic  m e ta l t ra n s fo rm a tio n  p ro d u c ts , 
1 .9 9 .GG
The p ro te c tio n is t  p o lic ie s  of the developed  co u n tr ie s  a re  o th e r  
fa c to rs  w hich have co n tr ib u te d  to the re la tiv e  f a s te r  g row th  of
87
Ibid. , p. 49.
88 U nited  N ations, C onference  on T ra d e  and D evelopm ent,
T rad e  in  M an u fac tu res  and  S em i-M an u fac tu res : P ro c e e d in g s  of the. . . .     .   ..  • .. ..   ^    <, , • ■■  ______
U nited N ations C o n feren ce  on T rad e  and D evelopm ent (E /Conf. 
4 6 /1 1 4 /V o l. IV), 1964, p. 45.
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co n su m e r d u ra b le  and  c a p ita l good e x p o rts , A c o m p a riso n  of the 
ta r if f s  on d if fe re n t c la s s e s  of m a n u fa c tu re rs  show s th a t e x p o r te rs  of 
la b o r - in te n s iv e  co n su m e r goods en co u n te r h ig h e r  ta r i f f  b a r r i e r s  than  
do ex p o rts  of c o n su m e r d u rab le  and  c a p ita l goods. B e la  B a la s s a  h as 
o b se rv e d  th a t ta r if f s  and q u an tita tiv e  r e s t r ic t io n s  te n d  to r i s e  a c c o rd ­
ing to the d e g re e  of fa b r ic a tio n  of c o n su m e r n o n -d u ra b le  goods and 
b a s ic  m e ta ls  (m a n u fac tu re s  c la s s if ie d  by  m a te r ia l)u n ti l  they re a c h  
v e ry  high  le v e ls  in  the c a s e s  of f in ish e d  n o n -d u ra b le  c o n su m e r goods. 
B ut, a cc o rd in g  to B e la  B a la s sa ,
The g rad u a tio n  of ta r if f s  f ro m  raw  m a te r ia ls  to  
s e m ip ro c e s s e d  an d  p ro c e s s e d  goods does no t con tinue 
as  we m ove to m o re  so p h is tic a te d  p ro d u c ts , h o w ev er.
W hile ta r i f f  r a te s  r i s e  fro m  iro n  o re  to pig i ro n  and  
to s te e l  ingo ts  and  fin ish e d  a r t ic le s  of s te e l, d u tie s  
ag a in  b eco m e lo w er on m uch  of m a c h in e ry  and 
t r a n s p o r t  equ ipm ent,
In  1963 the  U nited  S ta te s  im p o sed  the follow ing a v e ra g e  ad  
v a lo re m  ta r if f s  on im p o r ts  of the follow ing c la s s e s  of m a n u fac tu re s : 
m isc e lla n e o u s  m a n u fa c tu re s , 24 p e r  cen t; m a n u fa c tu re d  goods c la s ­
s if ie d  by m a te r ia l ,  21 p e r  cent; c h e m ic a ls , 17 p e r  cen t; and m a c h in e ry  
and  t r a n s p o r t  equ ipm en t, 12 p e r  cent. The a v e ra g e  a d  v a lo re m  ta r if f s  
on th e se  goods fo r  the U nited  S ta te s , the U nited  K ingdom , Jap an ,
Ita ly , C anada, F ra n c e ,  B enelux , and  W est G erm an y  a s  a w hole in  
19631 w e re : m isc e lla n e o u s  m a n u fa c tu re s , 20 p e r  cen t; m an u fa c tu re d
B a la s s a ,  T ra d e  P ro s p e c ts  fo r  D eveloping  C o u n tr ie s , p. I I 6 ,
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goods c la s s if ie d  by  m a te r ia l ,  l6  p e r  cen t; c h e m ic a ls , 11 p e r  cen t; 
and m a c h in e ry  and t r a n s p o r t  equ ipm en t, 13 p e r  cent. The
LA IESP co n ten tio n  th a t the p ro te c tio n is t  p o lic ie s  of the developed  
c o u n tr ie s  tend  to c o n c e n tra te  on th o se  m a n u fa c tu re d  goods ex p o rte d  
by the le s s -d e v e lo p e d  co u n tr ie s  is  c e r ta in ly  g iven  w eight by the above 
find ings.
U n fo rtu n a te ly  fo r  the le s s -d e v e lo p e d  c o u n tr ie s , the d is p a r i ty
b etw een  p ro te c t io n is t  r e s t r ic t io n s  on la b o r - in te n s iv e  m an u fac tu re d
good e x p o rts  and  p ro te c tio n is t  r e s t r ic t io n s  on d u rab le  co n su m e r and
c a p ita l goods e x p o rts  is  grow ing. B e la  B a la s s a  h as  o b se rv e d  th a t.
L ow er ta r if f s  on h igh ly  s o p h is tic a te d  p ro d u c ts  as  
c o m p a red  to the r e la t iv e ly  s im p le  m a n u fa c tu re s  ex ­
p o r te d  by  develop ing  c o u n tr ie s  can  be ex p la in ed  by 
re fe re n c e  to the  p ro c e s s  of n eg o tia tio n s  on ta r if f  
red u c tio n s  am ong in d u s tr ia l  c o u n tr ie s  in  the  f r a m e ­
w o rk  of GATT w hich tak es  th e  fo rm  of tra d in g  con­
c e s s io n s  fo r  co n cess io n s .
In  th a t the l a r g e s t  p a r t  of the tra d e  of the d ev elo p ed  co u n tr ie s  co n ­
s is t s  of so p h is tic a te d  m an u fac tu red  goods, i t  is  lo g ica l th a t the fo rc e  
of t r a d e  l ib e ra liz a tio n  h as  b een  d ire c te d  p r im a r i ly  a t  th e se  p ro d u c ts . 
T h is  ten d en cy  w as o b se rv e d  by th e  EC LA  d u rin g  the Second S e ss io n  
of UNCTAD in  1968. The EC L A  s ta te d  th a t.
. . .  . . .  ....................................
U. N. , T ra d e  in  M an u fac tu res  and  S e m i-M a n u fa c tu re s , p. 10.
B a la s sa , T ra d e  P ro s p e c ts  fo r  D eveloping C o u n tr ie s , p. 116.
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In  the  c a s e  o f-m an u fac tu re s  . . . th e  n eg o tia tio n s  
w e re  conducted  m a in ly  am ong the  "m a jo r  n e g o tia to r  s " - -  
i. e. , am ong the  developed  c o u n tr ie s  th e m s e lv e s - - ,  so 
th a t the  l ib e ra liz a tio n  m e a s u re s  b e n e fited  ch ie fly  those  
m a n u fa c tu re s  and  s e m i-m a n u fa c tu re s  w hich co n s titu te  
a su b s ta n tia l  p ro p o rtio n  of tra d e  am ong the c o u n tr ie s  
in  q u estio n , w hile  m any  p ro d u c ts  of p a r t ic u la r  in te r e s t  
to the develop ing  c o u n tr ie s  w ere  le f t  on one side .
The ta r i f f  re d u c tio n s  n eg o tia ted  r e la te d  m ain ly  to l in e 9 
of p ro d u c tio n  c h a ra c te r iz e d  by advanced  technology  o r 
high d e g re e s  of c a p ita l in ten s ity , i. e. , p ro d u c ts  th a t 
the g re a t  m a jo r i ty  of the developing  c o u n tr ie s  a re  not 
in  a  p o s itio n  to ex p o rt, . . .  In  the l a s t  a n a ly s is , a ll  
th is  is  lia b le  to a c c e le r a te  the expansion  of the develu 
pped c o u n tr ie s ' r e c ip ro c a l  tra d e , w ithout g iving the 
developing  c o u n tr ie s  any  r e a l  s h a re  in  the in c re a s e  
ach ieved . . . .
A s i t  w as s ta te d  p rev io u s ly , the co m p o sitio n  of m an u fac tu red  
ex p o rts  can  be  an  im p o rta n t d e te rm in a n t of the  p e rfo rm a n c e  of th o se  
e x p o rts  in  te r m s  of s tim u la tin g  in d u s tr ia l  developm en t and  in  te rm s  
of p rom oting  e x p o rt expansion . It w ould a p p e a r , f ro m  the above 
d isc u ss io n , th a t m an u fac tu re d  e x p o rts  of co n su m e r d u rab le  and c a p i­
ta l  goods w ill p o ten tia lly  co n trib u te  m o re  to a  c o u n tr ie s  in d u s tr ia l  
developm ent th an  w ill ex p o rts  of la b o r - in te n s iv e  n o n -d u rab le  co n su m er 
goods. The le s s -d e v e lo p e d  c o u n try 's  cho ice of w hat m an u fac tu red  
e x p o rts  to  p ro m o te  m u s t, how ever, a lso  be b a s e d  on the r a te  a t  w hich  
such  e x p o rts  can  be ex p ec ted  to expand.
H al B. L a ry  h a s  s ta te d  th a t the  r a te  a t  w h ich  m an u fac tu red  
ex p o rts  can  expand, depends on th e ir  co m p etitiv e  p o sitio n , the  grow th
p. 36.
Q2U. N. , "L a tin  A m e ric a  and the  Second S e ss io n  of UNCTAD, "
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of w o rld  dem and fo r  such  e x p o rts , and the ta r i f f  p o lic ie s  of the d ev e l­
oped c o u n tr ie s . G iven  th e se  c r i te r ia ,  H al B. L a ry  con tends th a t le s s -  
developed c o u n tr ie s  shou ld  d ire c t  th e ir  e ffo rts  to  the p ro m o tio n  of 
la b o r- in te n s iv e  m an u fac tu re d  ex p o rts . The LA IESP, how ever, con ­
tends th a t w hile the ex pansion  of la b o r- in te n s iv e  m an u fac tu red  ex ­
p o r ts  is  c e r ta in ly  d e s ira b le , the m ain  im petus of e x p o rt p ro m o tio n  
should be d ire c te d  to w ard s  expanding du rab le  co n su m e r and ca p ita l 
goods ex p o rts . W hile th e se  two v iew s m ay  a p p e a r  to  be  in  conflic t, 
they  a re  e s se n tia lly  co m p lem en ta ry . Hal B, L a ry 's  p o s itio n  is  p r i ­
m a r ily  b a se d  on the s h o r t - ru n  ab ility  of the le s s -d e v e lo p e d  co u n try  
to expand m an u fa c tu re d  e x p o rts , w hile the p o s itio n  of the LA IESP 
is  p r im a r i ly  b a se d  on the lo n g -ru n  p o ten tia l of the le s s -d e v e lo p e d  
coun try  to  expand m an u fa c tu re d  ex p o rts . W hile the g row th  of w orld  
dem and and the ta r if f  p o lic ie s  of the developed c o u n tr ie s  fav o r the 
expansion  of d u rab le  co n su m e r and  c ap ita l goods e x p o rts  in  the long 
run , m o s t of the le s s -d e v e lo p e d  c o u n tr ie s  do n o t p o s s e s s  the s h o r t-  
ru n  ab ility  n e c e s s a ry  to c o m p e titiv e ly  ex p o rt th e se  p ro d u c ts  to w orld  
m a rk e ts .  In s tead , th e ir  co m p a ra tiv e  advantage is  found in  the p rodu- 
tion  and ex p o rt of la b o r - in te n s iv e  m a n u fac tu re s .
R a th e r th an  ad vocating  e ith e r  one type of p ro m o tio n  o r an o th er, 
the p ro p e r  p o licy  o b jec tiv e  of the le s s -d e v e lo p e d  c o u n try  should  be 
to m ax im ize  the s h o r t - ru n  ga ins th a t i t  can  a c c ru e  f ro m  the ex p o rt 
of those  la b o r - in te n s iv e  goods fo r  w hich i t  p o s se s s  a  co m p ara tiv e
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advan tage, w h ile  a t  the sam e tim e  e s ta b lish in g  th o se  p re -c o n d itio n s  
n e c e s s a ry  fo r  the ac tiv e  ex pansion  of d u rab le  co n su m er and c a p ita l 
goods e x p o rts . S e v e ra l of the le s s -d e v e lo p e d  c o u n tr ie s  have gone a  
long w ay to w a rd s  su c c e ss fu lly  e s ta b lish in g  th e se  p reco n d itio n s .
Among the le s s -d e v e lo p e d  c o u n tr ie s  M exico h as , p e rh a p s  p ro g re s s e d  
the fu r th e s t  to w ard s  the e s ta b lish m e n t of th ese  p reco n d itio n s .
The co m p o sitio n  of M ex ic o 's  m an u fac tu red  ex p o rts  w as e s s e n t i ­
a lly  the sam e  a s  the  co m p o sitio n  of L a tin  A m e r ic a 's  m a n u fac tu red  
e x p o rts  in  1964. Only 5. 9 p e r  cen t of M ex ico 's  m an u fa c tu re d  e x p o rts  
c o n s is te d  of m a c h in e ry  and tra n s p o r ta t io n  equ ipm ent (SITC se c tio n  
seven) in  1964, w hile ch em ica l p ro d u c ts  (SITC sec tio n  five) acco u n ted  
fo r  17. 5 p e r  cen t of m an u fac tu red  e x p o rts . As in  the c a se  of L a tin  
A m e ric a  a s  a  w hole, the la r g e r  s h a re  of M ex ico 's  m an u fac tu red  
ex p o rts  (76, 6 p e r  cent) c o n s is te d  of m a n u fa c tu re s  c la s s if ie d  by 
m a te r ia l  and  m isc e lla n e o u s  m an u fa c tu red  goods. By 1966, how ­
e v e r , i t  w as c le a r  th a t M ex ico 's  m a n u fac tu red  ex p o rts  w e re  u n d e r ­
going a  tra n s fo rm a tio n . In 1966 the co m p o sitio n  of M ex ic o 's  m an u ­
fa c tu re d  e x p o rts  w as a s  fo llow s: m a c h in e ry  and tra n s p o r ta t io n  eq u ip ­
m en t, 7. 4 p e r  cen t; c h em ica ls , 22. 0 p e r  cent; and m an u fac tu re s  
c la s s if ie d  by  m a te r ia ls  and m isc e lla n e o u s  m an u fa c tu re s , 70. 1 p e r
U. N. , Y earbook  of In te rn a tio n a l T ra d e  S ta tis t ic s , 1966,
pp. 541-547.
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cent. B a se d  on the f i r s t  n ine  m onths of 1969, the  co m p o sitio n  of 
M ex ico 's  m a n u fa c tu re d  ex p o rts  w as a s  fo llow s: m a c h in e ry  and t r a n s ­
p o rta tio n  equ ipm en t, 26, 0 p e r  cen t; c h e m ic a ls , 23, 7 p e r  cen t; and 
m a n u fa c tu re s  c la s s if ie d  by  m a te r ia l  and  m isc e lla n e o u s  m a n u fa c tu re s , 
50, 3 p e r  cen t,
M ach in ery , to o ls  e le c t r ic a l  equ ipm ent, and t r a n s p o r t  equ ip ­
m en t have e m e rg e d  a s  the m o s t dynam ic e le m e n ts  of M ex ic o 's  tra d e  
in  m a n u fa c tu re s . B a se d  on the f i r s t  te n  m onths of 1968 o v er the 
f i r s t  te n  m onths of 1967, th e se  ex p o rts  in c re a s e d  by  47. 8 p e r  cen t 
(from  273 m illio n  p eso s  to  402, 7 m illio n  p e so s) . The v a lue  of th ese  
ex p o rts  fo r th e  f i r s t  n ine  m onths of 1969 (734 m illio n  p eso s) w as 
105. 0 p e r  c e n t g r e a te r  th an  the v a lu e  of th e se  ex p o rts  fo r  the sam e 
p e r io d  in  1968.
In view  of the needs fo r  le s s -d e v e lo p e d  c o u n tr ie s  to im p ro v e  
the e a rn in g s  of th e ir  e x p o rts  and to ra tio n a liz e  th e ir  p ro te c te d  in d u s ­
t r i e s ,  i t  is  im p o rta n t to analyze  M ex ico 's  s u c c e s s  in  p ro m o tin g  ex ­
p o r ts  of co n su m e r d u ra b le  and c a p ita l goods,
L A FTA  as  a  too l fo r  p ro m o tin g  
e x p o rts  of m a n u fa c tu re s
^^Ibid.
"M ex ico 's  L a tin  A m e ric a n  T ra d e , " R eview  of the E conom ic 
S itu a tio n  of îviexico, X LV, No. 531 (F e b ru a ry  1970), p, 32,
^^Ibid,
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W hile M é x ic o 's  s u c c e s s  in  p ro m o tin g  e x p o rts  of co n su m e r 
d u rab le  an d  c a p ita l goods h as  been  the  r e s u l t  of m any  fa c to rs ,  i t  is  
the h y p o th esis  of th is  p a p e r  th a t the s ing le  fa c to r  m o s t re sp o n s ib le  
fo r M ex ic o 's  s u c c e s s  in  p ro m o tin g  th e se  e x p o r ts  h a s  b een  M ex ico 's  
p a r tic ip a tio n  in  LA FTA . LA FTA  h a s  e m e rg e d  as  a  too l of "o u tw ard " 
in d u s tr ia l iz a tio n  d is t in c t  f ro m  the p ro m o tio n  of e x p o rts  of m an u fac ­
tu re s  to  the  w o rld  in  g e n e ra l. L A FTA  tra d e  is  unique fro m  the 
stan d p o in t of the  type of m a n u fa c tu re s  ex p o rted , the r a te  of expansion  
of th o se  e x p o r ts , and  the m e c h a n ism s  by w hich  tra d e  is  p ro m o ted .
The im p o rta n c e  of LA FTA  to  M ex ic o 's  e f fo r ts  to p ro m o te  
m an u fa c tu re d  e x p o r ts  can  be  seen  in  T ab le  38. W hile the  e x p o rt d a ta  
in  T ab le  38 r e f e r s  to  L a tin  A m e ric a  a s  a  w hole, the la r g e s t  p a r t  of 
M ex ic o 's  ex p o rts  w en t to  LA FTA . In T ab le  38 M ex ic o 's  m an u fac tu red  
e x p o rts  fo r  1967 have b een  l is te d  by c la s s  of m a n u fa c tu re , w ith  the 
p e rc e n ta g e  s h a re  of the  to ta l v a lu e  of each  c la s s  of m an u fac tu re  being
97
l is te d  fo r  L a tin  A m e ric a n  e x p o rts  and  e x p o rts  to  the  r e s t  of the w orld .
I t is  s e e n  th a t fo r  th o se  m a n u fa c tu re s  n o rm a lly  c la s s e d  as, la b o r
97 The NABALAC coding of ex p o rts  u se d  in  T ab le  38 a llow s a  
m o re  c o m p re h e n s iv e  c la s s in g  of m a n u fa c tu re s  than  the  SITC coding 
u se d  by  the  U nited  N ations. SITC codes 1-4 r e f e r s  to  p r im a ry  c o m ­
m o d itie s , y e t m an y  m an u fac tu red  food, b e v e ra g e , and tobacco  p ro d u c ts  
a r e  co n ta in ed  in  th e se  c a te g o r ie s . S ince the NABALAC coding defin es  
m a n u fa c tu re s  by  s ta g e s  of p ro d u c tio n  (two s ta g e s  a r e  re q u ire d  fo r  a 
good to  be  c la s s e d  a s  a  m a n u fa c tu re d  good), th e se  p ro d u c ts  a r e  
r e p re s e n te d  a s  m a n u fa c tu re s .
TA BLE 38
VALUE OF E X P O R T E D  M ANUFACTURED PROD UCTS IN 1967 BY NABALAC 
SEC TIO N  AND BY PER C EN TA G ES OF TO TA L TRADE F O R  
LA TIN AM ERICA  AND TH E REST OF TH E WORLD
NABALAC I te m s  
S ec tio n
T o ta l V alue 
$ U. S.
S u b -ite m s  W hose V alue 
E x c eed s  $100. 00 (U .S . ) 
P e rc e n ta g e  P e rc e n ta g e  
of e x p o r ts  of e x p o rts  
going to  going to the 
L a tin  R e s t of the 
A m e r ic a  W o rld
P e rc e n ta g e  of 
T o ta l V alue of 
S u b - ite m s  w hose 
V alue  w as le s s  
T han  $100. 000 
(U .S .)
I L iv e  A n im a ls  and  
T h e ir  P ro d u c ts 3, 060 100. 00
II V eg e tab le  P ro d u c ts •  • •  • •  • •  •
n i l A n im al and  V eg e tab le  
G re a s e s  and  O ils 5, 551 100. 00
IV F o o d s In d u s try , D rin k s , 
A lco h o lic  B e v e ra g e s , 
T obacco 17, 045, 293 4 .7 5 90.01 5. 24
V M in e ra l P ro fu c ts 15 ,485 , 624 0 .7 3 9 8 .2 0 1. 07
V I C h e m ic a l P ro d u c ts 5 7 ,5 6 2 ,7 7 3 3 7 .6 7 59. 55 2. 78
V II P la s t ic s ,  R e s in s , 
R ubber 1, 690, 397 45. 80 37. 80 16 . 40
V III H ides an d  L e a th e r 1, 157 ,495 •  * 80. 09 19. 91
IX L u m b er, C o rk , W ood 
P ro d u c ts 5, 761, 863 •  • 9 6 .27 3. 73
toinw
TA B LE 3 8 - -C o n tin u ed
NABALAC; I te m s T o ta l V alue S u b -item s W hose V alue P e rc e n ta g e  of
S ec tio n $ U. S. E x c e e d s  $100. 
P e rc e n ta g e  
of e x p o r ts  
going to 
L a tin  
A m e r ic a
00 ( U .S .) 
P e rc e n ta g e  
of e x p o r ts  
going to  th e  
R e s t  of the  
W o rld
T o ta l V alu e  of 
S u b - ite m s  w hose 
V alue  w as le s s  
T han  $100. 000 
(U .S .)
X M a te r ia l  U sed  in  P a p e r  
P ro d u c tio n  and  P a p e r
P ro d u c ts 13, 699, 286 74. 63 20. 17 5. 20
XI T e x tile s 33, 064, 561 2. 65 92. 95 4 .4 0
XII S hoes, H a ts , A r t if ic ia l
. :  > F r u i t s  and  F lo w e rs 1, 908, 595 84. 33 15. 67
x m C e m e n tjG la s s , C e ra m ic s 9, 038, 155 12. 67 80. 27 7 .0 6
XIV Je w e lry 2, 091 ,787 5. 81 87. 38 6. 81
XV M eta ls  and  M eta l
P ro d u c ts 27, 676, 374 29. 57 65. 01 5 .4 2
XVI M ach in es  and  E le c t r ic a l
M a te r ia ls 18, 452, 108 42. 53 45. 57 11. 89
XVII T ra n s p o r ta tio n  M a te r ia ls 4, 077, 649 26. 32 6 2 .4 2 11. 26
XVIII O p tica l, P h o to g rap h ic , 
E le c tro n ic ,  and  M u sica l
E q u ip m en t 2, 195, 552 22. 66 38. 51 38. 83
XIX A rm s  and M unitions 440, 736 •  • 88. 06 11. 94
XX O th er M a n u fac tu re s 3, 3 5 3 ,425 •  • 85. 50 14. 50
T o ta l M an u fac tu re s 214, 710, 284 24. 85 6 9 .4 8 5. 67
N
O l
S o u rce : C a lc u la te d  f ro m : In s titu to  p a r a  la  In te g ra c io n  de A m e r ic a  L a tin a , M exico:
E x p o rta c io n e s  de M an u fa c tu ra s  a  A m e ric a  L a tin a , 1966-1967, S e r ie s  
E  s tu d io  s No. 1 (B uenos A ire s :  In s titu to  p a r a  la  In te g ra c io n  de A m e r ic a  L a tin a , 1969).
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in ten siv e  m a n u fa c tu re s  (NABALAC codes .I-V , VIII, IX, XI, XII, and 
XIII), L a tin  A m e ric a n  tra d e  is  a  v e ry  sm a ll p e rc e n ta g e  of w o rld  tra d e . 
M ex ico 's  ex p o rts  of m a n u fa c tu re s  to L a tin  A m e ric a  a r e  m o s t h eav ily  
c o n c e n tra te d  in  c a p ita l- in te n s iv e  m a n u fa c tu re s , goods w hich re q u ire  
la rg e  s c a le s  of p roduction . F o r  exam ple , NABALAC codes VI, VII,
X, XV, XVI, and  XVII, w hich  include ch em ic a l p ro d u c ts , p la s t ic s ,  
p ap e r  p ro d u c ts , m e ta l p ro d u c ts , m ach in es , e le c t r ic a l  m a te r ia ls ,  and 
tra n s p o r ta tio n  m a te r ia ls ,  accoun ted  fo r  57, 4 p e r  cen t of the to ta l 
va lue  of M ex ico 's  ex p o rts  of m a n u fa c tu re s  in  1967. E x p o rts  of th e se  
goods to L a tin  A m e ric a  to ta led  49. 8 m illio n  d o lla rs  in  1967, o r  40. 4 
p e r  cen t of the to ta l w o rld  ex p o rts  of th e se  goods in  1967. W hile 
only 7. 9 p e r  cen t of M ex ic o 's  w o rld  ex p o rts  w en t to L a tin  A m e ric a  
in  1967 (T able 37), 24. 9 p e r  cen t of M ex ico 's  w o rld  ex p o rts  of m an u ­
fa c tu re s  w ent to L a tin  A m e rica  and 40. 4 p e r  cen t of th o se  m an u fac ­
tu re d  ex p o rts  n o rm a lly  re q u ir in g  the h ig h e s t d e g re e s  of so p h is tic a tio n  
in p ro d u c tio n  w ent to L a tin  A m e ric a  in  1967. M ex ico 's  to ta l L a tin  
A m e rica n  ex p o rts  m ay  be  a m in o r s h a re  of to ta l w o rld  e x p o rts , b u t 
in  the a r e a  of t ra d e  in  m a n u fa c tu re s  L a tin  A m e ric a n  tra d e  is  of v ita l 
im p o rtan c e  to M exico.
W hile M ex ic o 's  LA FTA  tra d e  in  m a n u fa c tu re s  w ill continue to 
grow  in  im p o rta n c e , M exico w ill a lso  continue to  a c tiv e ly  p u rsu e  
w o rld  tra d e  in  m a n u fa c tu re s , e sp e c ia lly  in  the a r e a s  of co n su m e r 
d u rab le  and  c a p ita l goods. The ex p e rien ce  th a t M exican  m a n u fa c tu re rs
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gain  fro m  LA FTA  tra d e  w ill c e r ta in ly  p ro m o te  the la t te r  o b jec tiv e . 
B a rin g  a  b re a k th ro u g h  in  the p o lic ie s  of the developed  c o u n tr ie s  w ith  
r e s p e c t  to p re fe re n tia l  t r e a tm e n ts  fo r  m an u fa c tu re d  e x p o r ts  of l e s s -  
developed  c o u n tr ie s , h o w ev er, the expansion  of e x p o rts  of the m o re  
so p h is tic a te d  m a n u fa c tu re s  to  w o rld  m a rk e ts  w ill be  le s s  dynam ic than  
the expansion  of such  e x p o rts  to LA FTA .
F in a l R e m ark s
In th is  p ap e r  we have shown f i r s t ,  the e x is ten c e  of two in d u s ­
tr ia l iz a t io n  pa th s  o r  th e o r ie s - - " in w a rd "  in d u s tr ia liz a tio n  and  "o u t­
w a rd "  in d u s tr ia liz a tio n . The s ig n ifican ce  of the l a t te r  of the two h as  
b een  seen  in the lig h t of som e of the s h o rt-c o m in g s  of the fo rm e r  as  
w e ll a s  som e of the s u c c e s s e s  of the fo rm e r  in M exico emd in  L a tin  
A m e ric a  a s  a  w hole. Secondly , a  c a se  study  of th e se  in s tru m e n ts  as  
they  app ly  to M exico and L a tin  A m e ric a  h as  b een  m ad e to  illu m in a te  
the p re s e n t  s ta te s  of in d u s tr ia l iz a tio n  and e x p o rt p e rfo rm a n c e  in
98 T h e re  h a s  b een  a  p e rc e p ta b le  change in  the a tti tu d e s  of the 
developed  c o u n tr ie s  to w ard s  the q u es tio n  of g e n e ra l p re fe re n c e s  fo r  
the m an u fac tu red  e x p o rts  of the le s s  developed  c o u n tr ie s  in  re c e n t  
y e a r s .  The OECD, fo r  exam ple , announced  in  M ay, 1970 th a t a  
g e n e ra l sy s te m  of p re fe re n c e s  fo r  the  m an u fac tu re d  e x p o rts  of le s s -  
developed  c o u n tr ie s  to  be  ex tended  by  a l l  of the m e m b e rs  of the 
OECD w ould beg in  in  m id - 1971. Such p ro m is e s  have, h o w ev er, b een  
m ade in  the p as t. The OECD a lso  p ro p o sed  such  a sy s te m  of p r e f ­
e re n c e s  a t  the Second M eeting  of UNCTAD in  1968. In  th a t c a se , the 
sy s te m  w as d is c a rd e d  d u rin g  n eg o tia tio n s  w ith  the le s s -d e v e lo p e d  
c o u n tr ie s .
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M exico and  in  L a tin  A m e ric a  a s  a  w hole. The find ings of th is  c a se  
s tudy  in d ic a te  th a t th e re  e x is ts  a  g row ing need  fo r M exico and  L a tin  
A m e ric a  to expand th e ir  e x p o rts  of m a n u fa c tu re d  goods. To som e 
d e g re e , th ey  have ga ined i s u c c e ss  in  th e ir  e ffo r ts  to  expand such  
e x p o rts .
A ccord ing  to the find ings of th is  c a se  study, one c a te g o ry  of 
m anuf a c tu r  e s , w hich occup ies the l a r g e r  s h a re  in  to ta l m an u fa c tu red  
e x p o rts  f ro m  M exico finds its  m a in  e x p o rt m a rk e t in developed  coun­
t r i e s ,  w hile the o th e r  ca te g o ry  of m an u fac tu red  ex p o rts  w hose im ­
p o rta n ce  is  c le a r ly  in c re a s in g , is  la rg e ly  d ire c te d  to LA FTA  and  L a tin  
A m e ric a . The fo rm e r  c a te g o ry  of m a n u fa c tu re s  c o n s is t  la rg e ly  of 
la b o r - in te n s iv e  co n su m e r n o n -d u ra b le  goods. The la t te r  c a te g o ry  of 
m a n u fa c tu re s  c o n s is t  la rg e ly  of c a p ita l- in te n s iv e  co n su m e r d u rab le  
and  c a p ita l goods.
T h is  c a se  stu d y  h as a tte m p te d  to  illu m in a te  som e of the fa c to rs  
in fluencing  M ex ic o 's  p re fe re n c e  fo r  in d u s tr ia liz a tio n  th ro u g h  p a r t ic i ­
p a tio n  in  LA FTA . It would a p p e a r  th a t the m o s t im p o rta n t fa c to rs  
a r e  M ex ico 's  n eed  to  a c c e le ra te  the g row th  of e x p o rt e a rn in g s , the 
n eed  to  ra tio n a l in d u s tr ia l  p ro d u c tio n , and the n eed  to expand  the 
m a rk e t  fo r  M ex ic o 's  in d u s tr ia l  p ro d u c ts . M ex ico 's  p a r t ic ip a tio n  in 
L A FTA  h as  a s  i ts  o b jec tiv es  the  fu lfillin g  of such  n eed s.
M ex ico 's  a b ility  to re a c h  th e se  o b je c tiv e s  w ill la rg e ly  depend 
upon M ex ico 's  a b ili ty  to m old  L A FT A  in to  an  in s tru m e n t conducive to
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the a tta in in e n t of th e se  o b je c tiv e s , L A F T A  is  now in  a p e r io d  of 
red e fin itio n . The type of m a rk e t w hich e m e rg e s  fro m  th is  p e r io d  of 
re d e fin itio n  w ill c e r ta in ly  have a g re a t  in flu en ce  on M ex ico 's  a b ility  
to a t ta in  i ts  o b jec tiv e s  in  LA FTA , and i t  w ill, th e re fo re , in fluence 
M ex ic o 's  p re fe re n c e  fo r  con tinued  p a r t ic ip a tio n  in  LAFTA,
CH A PTER V
L A FTA  AS A TOOL OF NATIONAL INDUSTRIALIZA­
TION: THE MEXICAN EX PER IEN C E
M exico, a i te r  a  h is to ry  of l i t t le  econom ic in te ra c tio n  w ith  its  
L a tin  A m e ric a n  n e ig h b o rs , en te re d  the decade of the 1960's p o s s e s s ­
ing a new dev elo p m en t to o l - - a  m e m b e rsh ip  in  a  f re e  t ra d e  a s so c ia tio n  
of L a tin  A m e ric a n  n a tio n s--L A F T A ; I t  h a s  b een  su g g ested  th a t 
M ex ico 's  d ec is io n  to  jo in  LA FTA  in  I960 w as la rg e ly  conditioned by 
M ex ico 's  ex p ec ta tio n s  of using  LA FTA  as v e h ic le  fo r expanding m an u ­
fa c tu re d  ex p o rts .
The founding of LA FTA  by  the T re a ty  of M ontevideo in 196O, 
how ever, o ffe re d  li t t le  p ro m ise  of a  high le v e l of in tra - r e g io n a l  t ra d e  
in  m an u fac tu red  goods. One m a jo r  in s tru m e n t of tra d e  lib e ra liz a tio n  
in  LA FTA  w as to  be the Com m on L is t. The Com m on L is t  w as to be 
augm ented  e v e ry  th re e  y e a rs  by ite m s  co n s titu tin g  tw en ty -five  p e r  
cen t of the to ta l v a lue  of ex istin g  re g io n a l tra d e . I te m s  once p laced  
on the C om m on L is t  w ere  to be p e rm a n e n tly  f r e e  f ro m  ta r if f s  and 
qu an tita tiv e  r e s t r ic t io n  w ith in  the reg io n . I t  w as hoped, th e re fo re ,
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th a t by  1973 a ll  of the re g io n 's  tra d e  w ould be  su b s tan tia lly  f re e  fro m  
ta r if f s  and q u an tita tiv e  r e s t r ic t io n s .  Such a  p ro g ra m  of tra d e  l ib e r a l ­
iza tio n , how ever, o ffe red  l i t t le  in cen tiv e  to  re g io n a l tra d e  in  m an u ­
fa c tu re d  goods, m uch le s s  to t ra d e  in  c a p ita l and co n su m er d u rab le  
goods, in th a t in tr  a - re g io n a l tra d e  in  I 960 c o n s is te d  a lm o s t w holly 
of p r im a ry  p ro d u c ts  (eighty p e rce n t) .  ^ The Com m on L is t, s ince  i t  
w as only d esig n ed  to s tim u la te  tra d e  in  th o se  goods a lre a d y  tra d e d  in 
the reg io n , could  obv iously  not be  a  m eaningfu l too l fo r the p ro m o tio n  
of tra d e  in  m a n u fa c tu re s .
The o th e r  m a jo r  in s tru m e n t of tra d e  lib e ra liz a tio n  c re a te d  by 
the T re a ty  of M ontevideo w as the N ational L is t. E v e ry  LA FTA  p a r ­
tic ip a n t w as to annually  c o n s tru c t a  n a tio n a l schedu le  specify ing  ta r if f  
co n cessio n s  to be g ra n te d  to o th e r  m e m b e rs  of LA FTA. The n a tio n a l 
schedu le  w as to be c o n s tru c te d  in  such  a w ay th a t each  m em b er 
co u n try  w ould co m m it i ts e lf  to g ran tin g  to o th e r LA FTA  p a rtic ip a n ts  
annual ta r if f  re d u c tio n s  equ iva len t to e ig h t p e r  cen t of the w eighted  
a v e rag e  of ta r if f s  ap p licab le  to th ird  c o u n tr ie s . W hile the N ational 
L is ts  could  in c lu d e  m an u fac tu red  ite m s  c u r re n tly  not tra d e d  in  the 
reg io n , and could  thus p o ten tia lly  s e rv e  to s tim u la te  in te r - re g io n a l  
tra d e  in  such  ite m s , the N ational L is t  had  an  im p o rta n t draw back.
2   .......................................
................. W ionczek. E conom ic C o o p era tio n  in  L a tin  A m erica , A fr ic a ,
and A sia; A H andbook of D ocum ents, p. 37.
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T a rif f  co n cess io n s  p la c e d  on the N ational L is t  cou ld  be w ithd raw n  by 
the g ran tin g  co u n try  if such  co n c e ss io n s , " . . .  h av e , o r  a r e  liab le  
to have, s e r io u s  re p e rc u s s io n s  on sp ec ific  a c t iv it ie s  of v i ta l  im p o rt-  
ance to  the n a tio n a l econom y. " In  view  of the c o s ts  invo lved  in  p ro ­
m oting  m an u fac tu red  e x p o rts , the  N ational L is t  e sca p e  c la u se s  w ere  
v iew ed  w ith  ap p reh en sio n . I t  is  s ig n ifican t to no te  th a t the N ational 
L is t  n eg o tia tio n s of I 96 I p ro d u ced  v e ry  few co n c e ss io n s  on m an u fac­
tu re d  goods. ^
It m igh t th e re fo re  be  concluded , a s  i t  w as by  P h ilip p e  C. 
S ch m itte r  and E r n s t  B. H aas, ^  th a t LAE TA o ffe re d  l i t t le  p ro m is e  fo r 
a  high lev e l of t ra d e  in  m a n u fa c tu re d  goods w hen M exico began  p a r t ic i ­
pating  in  LAE TA in  1961. In fa c t, 8 1 .4  p e r  cen t of M ex ic o 's  ex p o rts  
to  LAE TA in  I 9 6 I w e re  foodstu ffs  and  p r im a ry  p ro d u c ts . ^ It w as 
w idely  fe l t  th a t LAE TA tra d e  w ould continue to c e n te r  a ro u n d  t r a d i ­
tio n a l ex p o rts  th ro u g h o u t m o s t  of the p e r io d  of t ra d e  lib e ra liz a tio n  
(until 1973). T ra d e  in  m a n u fa c tu re s  w as v iew ed  a s  a  lo n g -ru n  goal, 
g iven the in itia l  f ra m e w o rk  of LAE TA. M ex ico 's  p a r t ic ip a tio n  in
^Ibid. , p. 284.
^ S ch m itte r  and  H aas , M exico and L a tin  A m e ric a n  E conom ic 
In te g ra tio n , p. 25. —— —
^Ibid. , p. 24.
5
E ra n c is c o  B o rz a , "M exico; S is te m a  de C o m e rc io  E x te r io r ,  " 
D erecho  de la  In te g ra c io n , No. 4 (A pril, 1970), p. 181.
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LiAFTA, asivièw ed by  P h ilip p e  C. S c h m itte r  and  E r n s t  B. H aas, w as,
th e re fo re , b a s e d  on the e x p ec ta tio n s  of changing the s tru c tu re  of
L A FTA  to  m ake i t  m o re  re sp o n s iv e  to the im m ed ia te  need s  of the
r e la tiv e ly  m o re  in d u s tr ia l  m e m b e rs  of LA FTA . ^ Rom ulo A. F e r r e r o
o b se rv e d  in  1966 th a t,
. . . the  d ev e lo p m en t of the re g io n a l L a tin  A m eric a n  
m a rk e t  is  g e a re d  to the fu tu re , fo r  the m o s t im p o rta n t 
p ro d u c ts  to  be  tra d e d  a r e  n o t th o se  exchanged  today 
b u t th e se  to  be se n t to the m a rk e t  to m o rro w , e sp e c ia lly  
in  the in d u s tr ia l  fie ld . T h is  a p p lie s  not only  to  in d u s ­
t r i e s  a lre a d y  e s ta b lish e d  in  the c o u n tr ie s , w hich m u s t 
com pete  am ong th e m se lv e s , b u t a lso  to new in d u s t r ie s - - 
p a r t ic u la r ly  th o se  p roducing  in te rm e d ia te  goods and 
d u rab le  c o n su m e r goods, a s  w e ll a s  c a p ita l goods 
hav ing  g r e a te r  and  g re a te r  im p o rta n c e  fo r  reg io n a l 
in d u s tr ia l  p ro d u c tio n . ^
A s i t  w as p o in ted  out b e fo re , the  s tru c tu r e  of LA FTA , h as  in 
re c e n t  y e a r s ,  changed  in  such  a  w ay a s  to p ro m o te  a high lev e l of 
in tr a - r e g io n a l  tra d e  in  m a n u fa c tu re d  goods. W h ereas  8 1 .4  p e r  cen t 
of M ex ic o 's  ex p o rts  to  LA FTA  in  196 I c o n s is te d  of foodstu ffs  and 
p r im a ry  p ro d u c ts , 6 9 . 9 p e r  cen t of M ex ic o 's  ex p o rts  to LA FTA  in  
1969  w e re  m a n u fac tu re d  goods. The in te rn a l  fo rc e s  w hich  have p r o ­
duced  th is  fu n d am en ta l change in  the  s tru c tu r e  of LA FTA  tra d e  have 
b een  w ell r e c e iv e d  by  M exico, fo r  th ey  have changed  LA FTA  in to  an
^ S c h m itte r  and  H aas, M exico and  L a tin  A m erican  E conom ic  
In te g ra tio n , p. 30. '
7
F e r r e r o ,  "The In te rn a tio n a l T ra d e  of L a tin  A m e ric a , "
p. 81.
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in s tru m e n t th a t is  m uch  m o re  re sp o n s iv e  to M ex ico 's  im m ed ia te  
developm en t n eed s . T he in te rn a l  fo rc e s  w hich  have tra n s fo rm e d  
LA FTA  in to  an  in s tru m e n t fo r  the  p ro m o tio n  of t ra d e  in  m a n u fac tu red  
goods have, h o w ev er, g e n e ra te d  c o u n te rv a ilin g  fo rc e s  w hich th re a te n  
to sh a rp ly  re d u c e  the g row th  of M ex ic o 's  e x p o rts  of m a n u fac tu re s  
to som e m e m b e rs  of LA FTA . T hose  in te rn a l fo rc e s  w hich have s e rv e d  
to p ro m o te  expanded  in tra - r e g io n a l  tra d e  in  m an u fac tu re d  goods have 
b een  g e n e ra te d  by the  e m e rg en ce  of the s e c to ra l  m ee tin g  and  the co m ­
p lem en ta tio n  a g re e m e n t a s  the m a jo r  in s tru m e n ts  of tra d e  l ib e r a l iz a ­
tio n  in  LA FTA . The co u n te rv a ilin g  fo rc e s  r e f e r r e d  to above have 
em an a ted  f ro m  the u n b a lan ced  n a tu re  of the expanding in tra - r e g io n a l  
tra d e  in  m a n u fa c tu re d  goods and the r e s u l ta n t  a tte m p ts  by  som e p a r t i c ­
ip an ts  to gain  a  l a r g e r  s h a re  of the  t ra d e  in  m an u fac tu red  goods th ro u g h  
the fo rm a tio n  of su b reg io n a l g roup ings w ith in  the g e n e ra l f ra m e w o rk  
of LA FTA .
It is  the p u rp o se  of th is  ch ap te r  to fu r th e r  iden tify  the b e n e fits  
and  the c o s ts  th a t M exico h as  a c c ru e d  fro m  i ts  p a r tic ip a tio n  in LA FTA , 
as  w e ll a s  to an a ly ze  the changes w hich have ta k e n  p lace  in  L A F T A 's 
f ra m e w o rk  o v e r  the  p a s t  ten  y e a rs . Then, on the  b a s is  of o u r know l­
edge of the e x te rn a l  fo rc e s  and the in te rn a l  fo rc e s  shaping M ex ico 's  
p a r tic ip a tio n  in  LA FTA , the a u th o r w ill o ffe r s e v e ra l  s ta te m e n ts  on 
the p ro b ab le  c o u rs e  of M ex ic o 's  fu tu re  p a r tic ip a tio n  in  LA FTA .
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M exico and L a tin  A m erican  In te g ra tio n ; The 
B en e fits  and  C o sts  of P a r tic ip a tio n
The b e n e fits  th a t M exico m igh t gain  f ro m  p a rtic ip a tin g  in  
LA FTA  can  be g ro u p ed  into two c a te g o r ie s . One ca teg o ry , w hich 
m igh t be  te rm e d  th e  dynam ic b en e fits  of p a r tic ip a tio n , w ould include 
those  b en efits  a s s o c ia te d  w ith  the expansion  of re g io n a l m an u fac tu red  
e x p o rts . Such b e n e fits  include: the  econom ies of s c a le  d e riv ed  f ro m  
the expansion  of in d u s tr ia l  output; the ra tio n a liz a tio n  of in d u s try  (the 
low ering  of in d u s tr ia l  cost) w hich m igh t o c c u r  th rough  the exposing  of 
d o m estic  in d u s tr ie s  to re g io n a l com petition ; the developm ent of c a p ita l 
and c o n su m e r d u ra b le  in d u s tr ie s  th a t could  no t develop w ith in  the co n ­
s tr a in ts  of M ex ic o 's  d o m estic  m a rk e t; and the expansion  of the m a rk e t 
■for in d u s tr ia l  goods w hose d o m estic  m a rk e t is  lim ite d  by s tru c tu ra l  
b o ttlen eck s  such  a s  the p a tte rn  of incom e d is tr ib u tio n . Such dynam ic 
b en e fits  of LA FTA  p a r tic ip a tio n  could  allow  M exico to a c c e le ra te  i ts  
in d u s tr ia l  g row th  r a te ,  a fa c to r  of m a jo r  im p o rta n c e  in view  of the 
declin ing  s tim u lu s  of im p o rt su b stitu tio n  to  in d u s tr ia l  grow th. Such 
dynam ic b en e fits  shou ld  a lso  g e n e ra te  a m o re  b a lan ced  p a tte rn  of 
in d u s tr ia liz a tio n . O ther dynam ic b e n e fits  a s so c ia te d  w ith the expan­
sion  of re g io n a l t ra d e  in  m an u fac tu re s  include the developm ent of 
m an u fac tu red  e x p o rts  ab le  to com pete  in w o rld  m a rk e ts , thus se rv in g  
to tra n s fo rm  the tra d it io n a l  ex p o rt s e c to r , and the a ttra c tio n  of fo re ig n
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in v estm en t in  m an u fac tu rin g  b e c au se  of the a c c e s s  of M exican in d u s­
t r i e s  to a  re g io n a l m a rk e t. F in a lly , a  co u n try  such  a s  M exico can  
a cq u ire  c e r ta in  " le a rn in g  e f fe c ts "  f ro m  p a r tic ip a tio n  in a  reg io n a l 
in teg ra tio n  sch em e w hich  could  enab le  M exico to  m o re  e ffec tiv e ly  
com pete  in w o rld  tra d e  m a rk e ts .
A second  c a te g o ry  of b en e fits  th a t M exico m igh t gain fro m  
p a rtic ip a tin g  in LA FTA  could  be te rm e d  the s h o r t - ru n  b en efits  of 
p a rtic ip a tio n . Such a s h o r t- ru n  b en e fit m igh t include the co n trib u tio n  
of reg io n a l t ra d e  s u rp lu s e s  to M ex ico 's  o v e ra ll  t ra d e  b a lan ce  and the 
s tren g th en in g  of M ex ico 's  b a rg a in in g  p o s itio n  in  w o rld  tra d e , in  th a t 
the im m ed ia te  e ffec t of a  tra d e  union is  to in c re a s e  the e la s tic i ty  of 
the r e c ip ro c a l  dem and c u rv e  of the union fo r a  th i rd  c o u n try 's  p ro d u c ts  
w hile reducing  the  e la s t ic i ty  of the th ird  c o u n try 's  r e c ip ro c a l  dem and 
cu rv e  fo r the u n io n 's  p ro d u c ts .
Som e of the  dynam ic b en efits  of p a r tic ip a tio n  in  LA FTA  r e f e r ­
r e d  to above a r e  d ifficu lt to m e a s u re  d ire c tly . T h e ir  m agn itudes can  
only be in d ire c tly  im p lied  by  the ra te  of g row th  and com position  of 
M ex ico 's  re g io n a l e x p o rts  of m an u fac tu red  goods. T h is  would be  tru e  
in  the ca se  of the e x te rn a l econom ies and  ra tio n a liz a tio n  of in d u s try  
a s so c ia te d  w ith  expanded re g io n a l ex p o rts  of m an u fac tu red  goods.
M ost of the dynam ic b en e fits  of p a r tic ip a tio n  and s h o r t- ru n  b en e fits  of 
in te g ra tio n  can , how ever, be d ire c tly  m e a s u re d  by  exam ining the r a te  
of grow th and co m p o sitio n  of M ex ico 's  re g io n a l ex p o rts .
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The g row th  and co m p o sitio n  of 
LA FTA  re g io n a l tra d e
S e v e ra l a s p e c ts  of the grow th  and  co m p o sitio n  of LA FTA  
re g io n a l tra d e  w e re  d isc u s se d  in C h ap te r I and  C h ap te r  IV of th is  
p ap e r . In  C h ap te r I i t  w as po in ted  out th a t L A FTA  reg io n a l tra d e  
has b een  grow ing a t  a  m uch f a s te r  r a te  th a n  L A F T A 's tra d e  w ith  the 
r e s t  of the w o rld . The fo rm e r  in c re a s e d  by  144 p e r  c e n t w hile  the 
l a t te r  in c re a s e d  by  27 p e r  cen t du ring  the p e r io d  I 96 I - I 968 (T ab le  1), 
A lthough LA FTA  x eg io n a l tra d e  only  r e p re s e n te d  11. 1 p e r  c e n t of 
L A F T A 's w o rld  tra d e  in 1968, in c r e a s e s  in  LA FTA  re g io n a l t ra d e  fo r  
the p e r io d  1961-1968 accoun ted  fo r  25. 4 p e r  cen t of the to ta l in c re a s e  
in  L A F T A 's w o rld  tra d e  fo r the sam e  p e rio d . I t w as a lso  po in ted  out 
th a t in tra - r e g io n a l  tra d e  h as exh ib ited  a  h ig h e r  d e g ree  of d iv e r s i f ic a ­
tion , e sp e c ia lly  in  the a r e a s  of s e m i-m a n u fa c tu re d  and  m an u fac tu red  
ex p o rts , than  h a s  L A F T A 's w o rld  tra d e . F o r  the  p e r io d  1962-1967 
fo r ty - s ix  p e r  c en t of reg io n a l t ra d e  c o n s is te d  of s e m i-m a n u fa c tu re d  
and m a n u fa c tu red  ex p o rts .
R eg ional ex p o rts  of m an u fac tu red  goods, h o w ev er, have la rg e ly  
b een  the dom ain  of the  c o m m e rc ia l is ts  (A rgen tina , B ra z il ,  and M exico). 
In 1966 , 68. 3 p e r  c en t of a l l  LA FTA  ex p o rts  of m a n u fac tu red  goods 
w e re  a ttr ib u ta b le  to the c o m m e rc ia lis ts .  In  the a r e a  of h ighly  so p h is ­
t ic a te d  m a n u fa c tu re d  e x p o rts , the dom inance  of re g io n a l tra d e  by the 
c o m m e rc ia lis ts  h as  b een  even g re a te r .  In  1966 the  c o m m e rc ia lis ts
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ex p o rted  79. 8 p e r  cen t of the in tr a - r e g io n a l  ex p o rts  of c h e m ic a l 
p ro d u c ts  and  93. 1 p e r  cen t of the in tra - r e g io n a l  ex p o rts  of m a c h in e ry  
and t ra n s p o r ta t io n  equ ipm ent. T he dom ination  of the in tra - r e g io n a l  
tra d e  in  s o p h is tic a te d  m a n u fa c tu re s  by the c o m m e rc ia l is ts  is , a s  i t  
w as po in ted  out, of g re a t  im p o rta n c e  to the fu tu re  developm en t of 
LA FTA . In 1967 tra d e  in  such  so p h is tic a te d  m a n u fa c tu re s  a s  p r e c i ­
s io n  in s tru m e n ts , t ra n s p o r ta tio n  equ ipm ent, m ach in e ry , pulp  and 
p a p e r , p la s t ic s ,  and  c h e m ic a l p ro d u c ts  re p re s e n te d  63. 2 p e r  c e n t of 
in tr a - r e g io n a l  t r a d e  in  m a n u fa c tu re s . M o reo v er, tra d e  in  th e se  
p ro d u c ts  h as  b een  the f a s te s t  grow ing e lem e n t of t ra d e  in  m a n u fa c ­
tu re s .  F ro m  1962 to 1966, in tr a - r e g io n a l  ex p o rts  of m a c h in e ry  and 
tra n s p o r ta t io n  equ ipm en t a lone in c re a s e d  f ro m  1. 3 m illio n  d o lla rs  
to  2 9 . 0 m illio n  d o lla rs  - -  an  in c re a s e  of 2, 130 p e r  cen t fo r  the period,® 
In  C h ap te r IV it  w as po in ted  out th a t M ex ico 's  ex p o rts  of m an u ­
fa c tu re d  goods have b een  grow ing a t  a  m uch  m o re  ra p id  r a te  than  
M ex ico 's  tra d it io n a l  ex p o rts  in  r e c e n t  y e a rs . F ro m  1966 to I 969 , 
M ex ic o 's  to ta l w o rld  ex p o rts  in c re a s e d  by 21 p e r  cen t w hile  M exico "s 
w o rld  e x p o rts  of m a n u fa c tu re d  goods in c re a s e d  by 73 p e r  c en t during  
the sam e  p e r io d  (T able 37). The m o s t dynam ic e le m e n t of th is  grow th  
in  m a n u fa c tu re d  e x p o rts  w as found to  be in  the  g row th  of co n su m e r 
d u rab le  and  c a p ita l goods e x p o rts  such  a s  m ach in e ry , to o ls , e le c t r ic a l
g
U. N . , " In d u s tr ia l D evelopm en t in  L a tin  A m e ric a , " p. 24.
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equ ipm en t an d  t r a n s p o r t  equipm ent.
W hile only 7, 9 p e r  cen t of M ex ic o 's  w o rld  e x p o rts  w ent to 
L a tin  A m e ric a  in  1967, i t  w as po in ted  out th a t 24. 9 p e r  cen t of M ex ico 's  
w o rld  e x p o rts  of m a n u fa c tu re s  w ent to  L a tin  A m e ric a  in  th a t y e a r , 
and  4 0 .4  p e r  cen t of M ex ico 's  e x p o rts  of c h e m ic a l p ro d u c ts , p la s t ic s ,  
p a p e r  p ro d u c ts , m e ta l p ro d u c ts , m a ch in e ry , e le c t r ic a l  m a te r ia ls ,  
and tra n s p o r ta t io n  equ ipm ent w ent to  L a tin  A m e ric a  in  1967, (T able 
38). The la r g e s t  p a r t  of those  L a tin  A m e ric a n  m an u fac tu red  im p o rts  
w e re  a b s o rb e d  by LA FTA  (65. 7 p e r  cen t of M ex ic o 's  to ta l L a tin  A m e r i­
can  m a n u fa c tu red  ex p o rts  w ent to LA FTA  in  1967). I t  w as th e re fo re  
concluded  th a t w hile  M ex ico 's  L a tin  A m e ric a n  and  LA FTA  tra d e  m ay  
r e p re s e n t  a  re la t iv e ly  m in o r s h a re  of M ex ico 's  to ta l w o rld  tra d e , 
M ex ico 's  e x p o rts  of m a n u fa c tu re s  to  L a tin  A m e ric a  and LA FTA  a re  
v e ry  im p o rta n t e le m e n ts  of M ex ico 's  to ta l w o rld  ex p o rts  of m anu­
fa c tu re s .
M ex ic o 's  a b ili ty  to p ro m o te  m a n u fa c tu re d  ex p o rts  to LA FTA  
h as  c o m p a re d  fa v o rab ly  to the a b ility  of o th e r  LA FTA  p a r tic ip a n ts  
to  p ro m o te  re g io n a l m an u fac tu red  e x p o rts . LA FTA  tra d e  in  n eg o tia ted  
p ro d u c ts  (neg o tia ted  tra d e  w as a p p ro x im a te ly  89 p e r  cen t of to ta l tra d e  
in  1965) fo r  the p e r io d  1962-1967 h ad  the follow ing com position : p r i ­
m a ry  p ro d u c ts , 54 p e r  cent; s e m i- f in is h e d  m a n u fa c tu re s , 29 .1  p e r  
cen t; and f in ish e d  m a n u fa c tu re s , I 6 . 9 p e r  cen t (Table 39).
TA B LE 39
TH E COM POSITION OF L A FT A  TRADE IN N EG O TIA TED  PRO D U CTS BY 
COUNTRY F O R  TH E PERIO D  1962-1967 
(T housands of D o lla rs )
C o u n try V alue  of 
e x p o rts
V alue  of 
im p o r ts
P e rc e n ta g e  of im p o r ts P e rc e n ta g e  of e x p o r ts
P r i ­
m a ry
S e m i­
f in ish e d
m a n u fac ­
tu re s
F  in ish e d  
m a n u fa c -  
■ tu re s
P r i ­
m a ry
S e m i­
f in ish e d
m an u fac
tu r e s
F in is h e d  
m a n u fa c - 
- tu re s
A rg en tin a 1, 321, 128. 5 884, 877. 2 54. 5 41. 8 13. 7 70. 0 12. 5 16 . 5
B r a z i l 762 , 578. 5 928, 535. 9 6 5 . 7 27. 0 8. 3 42. 8 40. 1 17. 1
C o lom bia 64, 425. 6 168 , 248. 1 50, 5 32. 9 1 6 .6 41, 5 22. 5 3 6 . 0
C hile 318, 935. 2 601, 306. 3 58. 2 21. 5 20. 3 2 1 .4 6 1 . 1 17. 5
E c u a d o r 75, 912. 9 25, 849. 4 21. 0 32. 3 46. 7 84, 8 6, 7 8. 5
M exico 237, 415. 4 113, 076. 8 13. 0 27. 3 59 . 7 33. 2 45, 6 21. 2
P a ra g u a y 100, 970. 0 18, 235. 5 28. 1 24. 3 47. 6 68, 2 23. 5 8. 3
P e r u 284, 798. 5 354, 395. 3 66. 7 8. 8 24. 5 44. 9 40, 0 15 .1
U ruguay 92, 372. 5 164, 012. 3 41, 1 41, 3 17, 3 66, 3 17. 5 16, 1
T o ta l 3, 258, 536 . 6 • - • ' 54. 0 2 9 . 1 16 . 9
NO'vO
S o u rce : A so c ia c io n  L a tin o a m e r ic a n a  de L ib re  C o m erc io , C om ite  E je c u tiv o  P e rm a n e n te , 
E l  C o fn erc io  E x te r io r  de la  A LA LC (C E P /R e p a r tid o  I I 6 I) , M ontevideo , Ju n e  17, 
1969, p. 21.
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R e fe rr in g  to  T ab le  39 i t  can  be seen  th a t M ex ic o 's  reg io n a l 
ex p o rts  of p r im a ry  p ro d u c ts  a s  a  p e rcen tag e  s h a re  of M ex ico 's  to ta l 
reg io n a l ex p o rts  fo r the p e r io d  1962-1967 (33 ,2  p e r  cent) w e re  s ig n if­
ican tly  s m a lle r  than  the sh a re  of p r im a ry  p ro d u c ts  in  L A F T A 's to ta l 
t ra d e  in  n eg o tia ted  p ro d u c ts  (54. 0 p e r  cent). In fa c t, the p e rcen tag e  
s h a re  of p r im a ry  p ro d u c ts  of to ta l reg io n a l ex p o rts  fo r M exico w as the 
second  s m a lle s t  p e rc e n ta g e  s h a re  of a ll LA FTA  p a r tic ip a n ts  (Chile had 
the s m a lle s t  p r im a ry  p ro d u c t con ten t of e x p o r ts - -21, 4 p e r  cent). W hile 
A rg e n tin a 's  ex p o rts  acco u n ted  fo r  40, 5 p e r  cen t of to ta l LA FTA  ex p o rts  
fo r  the p e rio d , i t  is  s ig n if ic an t to note th a t 70, 0 p e r  cen t of A rg e n tin a 's  
ex p o rts  w e re  p r im a ry  p ro d u c ts . A lthough M ex ic o 's  to ta l ex p o rts  to 
LA FTA  w ere  c o n s id e ra b ly  le s s  than  e ith e r  A rg e n tin a 's  o r  B r a z i l 's  to ta l 
e x p o rts  to LA FTA , M ex ico 's  ex p o rts  to LA FTA  h ad  a  h ig h e r  p e rcen tag e  
con ten t of bo th  s e m i- f in is h e d  and f in ish ed  m an u fac tu re s  than  the ex p o rts  
of e ith e r  A rg en tin a  o r  B ra z i l  fo r  the p e r io d  1962-1967,
S e v e ra l r e c u r r e n t  so u rc e s  of co n flic t in  LA FTA  can  be seen  
by exam in ing  the d a ta  p re se n te d  in  T able 39. F i r s t ,  the com position  
of the ex p o rts  and im p o rts  of the re la tiv e ly  le s s -d e v e lo p e d  m e m b e rs  
of LA FTA  (P a rag u ay , and E cuador) fo r the p e r io d  1962-1967 tends to 
su b s ta n tia te  the c la im s  of th e se  c o u n tr ie s  th a t the s tru c tu re  of LA FTA  
h a s  not a llow ed  them  to develop  th e ir  d o m estic  in d u s tr ie s  to the d eg ree  
th a t LA FTA  h as  s e rv e d  a s  a  s tim u lu s  to in d u s tr ia liz a tio n  fo r the m o re  
developed  m em b e r of LA FTA , B ec au se  LA FTA  does n o t p rov ide  fo r  a
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p lanned  re g io n a l a llo ca tio n  of in d u s try , b u t r a th e r  r e l ie s  upon the f r e e  
w o rk in g s  of re g io n a l t ra d e  to  a llo c a te  in d u s try  w ith in  the reg io n , i t  is  
the con ten tion  of the le s s -d e v e lo p e d  m e m b e rs  of LA FTA  th a t th e ir  ro le  
in  LA FTA  is  e s s e n tia lly  one of being  a  p o ten tia l dum ping ground fo r  the 
high  p r ic e d  in d u s tr ia l  p ro d u c ts  of the m o re  d eveloped  m e m b e rs  of 
LA FTA  w hile being  th e m se lv e s  re le g a te d  to la rg e ly  exporting  p r im a ry  
p ro d u c ts  to the reg ion . Only 8. 3 p e r  cen t of P a ra g u a y 's  LA FTA  e x p o rts  
of n eg o tia ted  p ro d u c ts  and 8, 5 p e r  cen t of E c u a d o r 's  ex p o rts  of n e g o ti­
a ted  p ro d u c ts  to  LA FTA  c o n s is te d  of f in ish e d  m a n u fa c tu re s  fo r  the 
p e r io d  1962-1967. D uring  the sam e  p e r io d  46. 7 p e r  cen t of E c u a d o r 's  
im p o rts  fro m  L A FTA  and 47. 6 p e r  cen t of P a ra g u a y 's  im p o rts  fro m  
LA FTA  co n s ited  of f in ish e d  m a n u fa c tu re s . The le ss -d e v e lo p e d  m e m b e rs  
of LA FTA  have, th e re fo re , a rg u ed  th a t L A FT A  shou ld  r e o r ie n t  i ts e lf  
to be an in s tru m e n t of p ro g ra m m e d  re g io n a l in te g ra tio n  r a th e r  than  an  
in s tru m e n t so le ly  fo r  the p ro m o tio n  of re g io n a l tra d e .
W hile the r e la t iv e ly  le s s -d e v e lo p e d  m e m b e rs  of LA FTA  h ad  a 
h igh  p e rc e n ta g e  co n ten t of m a n u fac tu re s  in  th e ir  LA FTA  im p o rts  fo r  the 
p e r io d  1962-1967, A rg e n tin a 's  and B r a z i l 's  LA FTA  im p o rts  fo r th is  
p e r io d  had  a  low p e rc e n ta g e  con ten t of m a n u fa c tu re d  goods, e sp e c ia lly  
in  f in ish ed  m an u fac tu red  goods w h ere  they  had  the lo w es t p e rc e n tag e  
im p o rt co n ten ts  of su ch  goods of a l l  LA FTA  p a r tic ip a n ts  (13. 7 p e r  c en t 
and 8. 3 p e r  cen t re sp e c tiv e ly ) . To a  la rg e  ex ten t, th is  w as due to the 
s u p e r io r  co m p e titiv e  p o s itio n s  of th ese  c o u n tr ie s  in  the tra d e  of
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m a n u fa c tu re d  p ro d u c ts , b u t to so m e d e g re e  th e  low p e rc e n ta g e  con ten t 
of m a n u fa c tu re d  goods in  th e ir  to ta l LiAPTA, im p o rts  w as due to the 
n a tio n a l p ro te c t io n is t  p o lic ie s  of th e se  c o u n tr ie s . Such p ro te c tio n is t  
p o lic ie s  have b een  the o b jec t of c r i t ic i s m  b y  o th e r  LA FTA  p a r tic ip a n ts  
who fe e l  th a t th e se  la rg e , r e la t iv e ly  d ev elo p ed  co u n tr ie s  cou ld  be  m o re  
re sp o n s iv e  to e f fo r ts  of the le s s -d e v e lo p e d  m e m b e rs  to expand th e ir  
in d u s tr ia l  e x p o rts , M exico, on the  o th e r  hand, had  the h ig h es t p e r ­
cen tag e  co n ten t of m an u fa c tu re d  goods in  i ts  im p o rts  fro m  LA FTA  of 
a ll  L A FT A  m e m b e rs  fo r  the p e r io d  1962-1967. I t  m ig h t be a rg u e d  
th a t M ex ic o 's  w illin g n ess  to  p u rc h a se  m a n u fa c tu re s  f ro m  o th e r LA FTA  
m e m b e rs  d u rin g  th is  p e r io d  m ig h t have b e e n  a fa c to r  co n trib u tin g  to the 
h igh  c o n ten t of m a n u fa c tu re s  in  M e x ic o 's  e x p o rt to  LA FTA .
A fin a l so u rc e  of co n flic t in  L A F T A  is  found in  the la c k  of 
r e c ip ro c i ty  in  LA FTA  tra d e . I t  can  be se e n  f ro m  T ab le  39 th a t w hile 
A rg e n tin a  and M exico accu m u la ted  la rg e  tra d e  su rp lu se s  f ro m  LA FTA  
tra d e  d u rin g  the  p e r io d  1962-1967, the m a jo r i ty  of the  LA FTA  c o u n tr ie s  
in c u r re d  la rg e  tr a d e  d e fic its  d u rin g  the p e r io d  (the tra d e  s u rp lu s e s  of 
P a ra g u a y  and E c u ad o r w e re  la rg e ly  fo s te r e d  by  th e ir  s ta tu s  a s  l e s s -  
dev e lo p ed  m e m b e rs  in  LA FTA ). In  the c a s e  of C hile  and U ruguay tra d e  
d e f ic its  in  re g io n a l tra d e  p re c e d e d  the fo rm a tio n  of LA FTA , bu t in  the 
c a se  of B ra z i l ,  C olom bia, and P e r u  ch ro n ic  t ra d e  d e fic its  in re g io n a l 
t ra d e  have o c c u r re d  only s in ce  the fo rm a tio n  of LA FTA , Such in tr a -  
re g io n a l t r a d e  d e f ic its , w hen they  s e rv e  to com pound the s e r io u s n e s s
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of a  c o u n try 's  w o rld  tra d e  d e f ic its , o ften  r e s u l t  in  th a t c o u n try 's  c r i t i ­
c ism  of LA FTA  fo r i ts  la c k  of m e c h a n ism s  w hich  w ould g u aran tee  
r e c ip ro c ity  in  in t r a - r e g io n a l  tra d e . Such c r i t ic i s m s  have b een  f r e ­
quently  m ade d u rin g  the te n  y e a r  h is to ry  of LA FTA .
W hile M exico ra n k ed  only fif th  am ong LA FTA  m e m b e rs  in the 
va lue  of i ts  re g io n a l ex p o rts  fo r the p e r io d  1962-1967, i t  w as po in ted  
out f ro m  T ab le  39 th a t M ex ico 's  ex p o rts  h ad  a  h igh  co n ten t of s e m i­
fin ish ed  and f in ish e d  m anuf a c tu r  e s . B e c au se  of the co m p o sitio n  of 
M ex ic o 's  LA FTA  e x p o rts , M exico h as  b een  ab le  to fav o rab ly  com pete 
w ith  the o th e r la rg e  c o m m e rc ia l p o w ers  of the  reg io n , A rg en tin a  and 
B ra z il ,  in  the ex p o rt of m an u fa c tu re s . A lthough M ex ico 's  ex p o rts  to 
LA FTA  fo r the p e r io d  1962-1967 w e re  only 1 1 .4  p e r  cen t of the co m ­
b ined  va lue  of A rg e n tin a 's  and B r a z i l 's  re g io n a l e x p o r ts , M ex ico 's  r e ­
gional ex p o rts  of m a n u fa c tu re s  w e re  19. 3 p e r  cen t of the va lue  of the 
com bined  m a n u fa c tu red  ex p o rts  of A rg en tin a  and  B ra z i l  fo r the p e rio d  
1962-1967.
M o reo v e r, the grow th  of M ex ico 's  re g io n a l ex p o rts  w as m uch 
m o re  ra p id  th a n  the g row th  of e i th e r  A rg e n tin a 's  o r  B r a z i l 's  reg io n a l 
e x p o rts  d u ring  the p e r io d  1961-1967. W hile A rg e n tin a 's  reg io n a l ex ­
p o r ts  in c re a s e d  by 171 .4  p e r  cen t (100. 0 m illio n  d o lla rs  to  271. 4 m illio n  
d o lla rs )  and B r a z i l 's  re g io n a l ex p o rts  in c re a s e d  by 6 l. 9 p e r  cen t (95. 2 
m illio n  d o lla rs  to  154, 2 m illio n  d o lla rs ) ,  M ex ic o 's  re g io n a l ex p o rts  
in c re a s e d  by 503. 0 p e r  cen t (7. 9 m illio n  d o lla rs  to  47. 6 m illio n  d o lla rs )
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9d uring  the  p e r io d  1961-1967. As a  r e s u l t  of the v e ry  ra p id  grow th  of 
M ex ico 's  re g io n a l ex p o rts  and the high  co n ten t of m an u fac tu re s  in  
th o se  e x p o r ts , M exico w as ab le  to annually  in c re a s e  i ts  sh a re  of both  
re g io n a l t ra d e  and reg io n a l tra d e  in  m a n u fa c tu re s  during  the p e rio d  
1961-1967,
In v iew  of the re c e n t founding of the A ndean C om m on M ark e t, 
the re la tio n s h ip  be tw een  the c o m m e rc ia l is ts  and the A ndean c o u n tr ie s  
(B olivia, C h ile , C olom bia, E cu ad o r, and  P e ru )  in  the tra d e  of m an u ­
fa c tu re d  goods is  an  in te re s tin g  re la t io n s h ip  to in v es tig a te . As po in ted  
out b e fo re , one re a s o n  fo r  the founding of the A ndean G roup  w as the 
dom ination  of LA FTA  tra d e  in  m a n u fa c tu re s  by  the c o m m e rc ia lis ts .
In 1967 , fo r  exam ple , 73 p e r  cen t of L A FT A  m an u fac tu red  ex p o rts  
excluding  V en ezu e lan  o il p ro d u c ts  cam e fro m  the c o m m e rc ia lis ts .
Only 2 1 ,7  p e r  cen t of LA FTA  m an u fac tu re d  e x p o rts  cam e fro m  the five 
A ndean G roup  m e m b e rs  in  1967, Yet, th e  A ndean G roup  m e m b e rs  
a b so rb e d  35, 6 p e r  c e n t of the to ta l LA FTA  ex p o rts  of m an u fac tu red  
goods in  th a t  sam e y e a r  (Table 40),
One m a jo r  re a s o n  fo r the la ck  of re c ip ro c i ty  in  the A ndean 
G ro u p 's  t ra d e  in  m an u fa c tu re s  is  found in  the tra d e  re la tio n sh ip  of 
A rg en tin a  w ith  the A ndean G roup, In 1967 the A ndean G roup ab so rb ed  
48, 1 p e r  c e n t of A rg e n tin a 's  re g io n a l e x p o rts  of m a n u fac tu re s . Only
^A sociac ion  L a tin o a m e ric a n a  de L ib re  C o m erc io , E l C o m erc io
E x te r io r  de la  A LALC, p, 7,
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TA B LE 40
LA FTA  TRADE IN M ANUFACTURED PRODUCTS - 196? 
(T housands of U, S. D o lla rs)
Im p o r te r E x p o r te r
.3
0
W
oa
u
n)
• H
.10
p " 40
Ü
h
-U
Ü
w
0k0
O4
1
S)
<
B o liv ia 720 136 94 352 3,717
C hile 1 798 22 616 17, 309
C olom bia 1 966 1, 190 369 1, 645
E cu ad o r 1 ,2 9 7 4, 278 3 646
P e ru 51 3, 156 2, 456 29 10, 239
A rg en tin a •  • 8, 369 2, 258 34 13 •  «
B ra z il 81 2, 238 87 129 917 20, 255
M exico 4, 836 224 649 5, 678 4 ,4 9 4
P a ra g u a y 13 146 59 33 6 4, 576
U ruguay •  • 2, 582 6 •  • 12 5,411
V enezuela • 3, 593 2 , 699 22 2, 731 1,698
T o ta l 148 27, 903 13, 001 2, 200 10, 697 69 , 711
N ote;
T o ta ls  include only  th o se  p ro d u c ts  w ith e x p o rt v a lu e s  
exceed ing  $100. INTAL c la s s if ic a tio n s  of m a n u fac tu re s , w hile  b a se d  
on NABALAC coding ap p ea r  to  d iffe r  s lig h tly  fro m  ALALC c la s s i f ic a ­
tio n s  of m an u fac tu re s .
S ource: C a lcu la ted  fro m : In s titu to  p a ra  la  In te g ra c io n  de A m e ric a  * ' ' - .. 3^ • «.   , . . . .  ,
L a tin a , M exico: E x p o rta c io n e s  de M anufac tu ras,a  A m e r ic a 
L a tin a , 1966-19&7, S e r ie s  E s tu d io s  No. 1, (Buenos A ire s : 
In s titu to  p a r a  la  In te g ra c io n  de A m erica  L a tin a , 1969).
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17. 7 p e r  c en t of A rg e n tin a 's  re g io n a l im p o rts  of m a n u fa c tu re s , how ­
e v e r , cam e f ro m  the A ndean G roup. To a  la rg e  d e g re e , th is  la c k  of 
re c ip ro c i ty  in  the t ra d e  of m a n u fa c tu re s  is  tra d itio n a l,  and  p re d a te s  the 
fo rm a tio n  of L A FT A , b u t a s  i t  w as po in ted  out b e fo re , A rg e n tin a 's  
p ro te c tio n is t  p o licy  is  a lso  an  im p o rta n t fa c to r  d e te rm in in g  the  la c k  of 
re c ip ro c i ty  in  t ra d e  in  m a n u fa c tu re s  betw een  A rg en tin a  and  the  A ndean 
G roup. L ike A rg en tin a , B r a z i l  im p o rte d  v e ry  few of i t s  m a n u fa c tu re d  
im p o rts  f ro m  the A ndean  G roup  in  19&7 (8. 6 p e r  cent) w h ile  ex p o rtin g  
19 .7  p e r  c en t of i ts  re g io n a l m a n u fa c tu re d  e x p o rts  to  the  A ndean G roup  
in  1967 . M exico h o w ev er, re c e iv e d  55. 5 p e r  c e n t of i ts  re g io n a l im ­
p o r ts  of m a n u fa c tu re s  f ro m  the A ndean G roup  w hile  send ing  44. 2 p e r  
cen t of i ts  ex p o rts  of m a n u fa c tu re s  to the A ndean G roup  in  1967, A l­
though M e x ic o 's  im p o r ts  of m a n u fa c tu re s  fro m  the  A ndean G roup  w ere  
g re a te r  than  th e i r  e x p o rts  to the  A ndean G roup in  te r m s  of p e rc e n ta g e s  
of to ta l M ex ican  re g io n a l im p o r ts  and to ta l M exican  re g io n a l e x p o rts  in  
1967 , i t  shou ld  b e  p o in ted  out th a t M ex ico 's  reg io n a l e x p o rts  of m an u ­
fa c tu re s  w e re  72. 5 p e r  c en t g r e a te r  th an  M ex ic o 's  re g io n a l im p o rts  of 
m a n u fa c tu re s  in 1967. The A ndean G roup, th e re fo re , a c c ru e d  a  tra d e  
d e fic it in  m a n u fa c tu re s  of 4. 3 m illio n  d o lla rs  w ith  M exico in  1967.
I t  w ould a p p e a r  th a t tra d e  w ith the A ndean G roup  is  v e ry  im ­
p o rta n t to M ex ic o 's  p lan s  to  p ro m o te  m a n u fa c tu red  e x p o r ts . R e fe rr in g  
to  T able  41 i t  can  be  seen  th a t the  A ndean G ro u p 's  im p o rts  f ro m  M exico 
co n ta in  a  v e ry  h igh  p e rc e n ta g e  of m a n u fa c tu red  goods: B o liv ia , 8 0 .4
278
TA BLE 41
TH E COMPOSITION OF M EXICO'S EX PO RTS 
TO LA FTA  M EM BERS IN 1968 
(T housands of P e s o s )
C ountry T o ta l im p o rts  
fro m  M exico
Im p o rts  of m an u ­
f a c tu re s  fro m  
M exico
Im p o rts  of m an u ­
f a c tu re s  a s  a  
p e rc e n ta g e  of 
to ta l im p o rts
A rg en tin a 130, 997 86,683 66. 2%
B o liv ia 9, 320 7 ,4 9 7 8 0 .4
B ra z i l 162,895 58, 075 35. 7
C olom bia 78. 277 58, 607 74. 9
C hile 153,061 78, 700 5 1 .4
E cu ad o r 21 ,434 17,626 82. 2
P a ra g u a y 3. 871 3, 815 98. 6
P e r u 60, 546 52, 000 85. 9
U ruguay 18, 509 8, 590 46. 2
V en ezu e la 139, 113 99, 060 7 1 .2
T o ta l 778, 023 470, 653 60. 5
S ource : C a lc u la te d  fro m : S e c r e ta r ia  de In d u s tr ia  y C o m erc io , 
D ire c c io n  G en e ra l de In te g ra c io n  E co n o m ica  L a tin o ­
a m e r ic a n a , "E volucion  G lobal de l In te rca m b io  C o m e rc ia l 
de M exico con la  ACALC, 1961 = 1968" (M exico, D. F . : 
D ire c c io n  G en e ra l de In te g ra c io n  E co n o m ica  L a tin o ­
a m e r ic a n a , M arch , 1969), Anexo B, (M im eographed . )
p e r  cent; C olom bia, 74. 9 p e r  cen t; C hile , 5 1 .4  p e r  cen t; E c u a d o r,
82. 2 p e r  cen t; and P e ru , 85, 9 p e r  cen t. As LA FTA  tra d e  expands, 
a ssu m in g  th a t  the co m p o sitio n  of M ex ic o 's  ex p o rts  to the LA FTA  
m e m b e rs  re m a in s  re la tiv e ly  the  sam e , the A ndean G roup  could  becom e 
m uch  m o re  im p o rta n t to M e x ic o 's  e f fo r ts  to expand m a n u fa c tu re d  
e x p o rts .
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W hile M ex ic o 's  ex p o rts  to the A ndean G roup con tain  a high 
p e rc e n ta g e  of m an u fac tu red  goods, th e se  ex p o rts  g en e ra lly  have a  
low con ten t of so p h is tic a te d  m an u fac tu re s  such  a s  m ac h in e ry  and 
m ach ine  p a r ts .  In  1968 the A ndean G ro u p 's  im p o rts  of M exican 
m a c h in e ry  and  m ach in e  p a r ts  (18, 210 thousand  pesos) re p re s e n te d  
only 8. 5 p e r  cen t of th e ir  to ta l im p o rts  of M exican  m an u fac tu re s , and 
78. 4 p e r  cen t of th o se  im p o rts  of m a c h in e ry  and m ach ine  p a r ts  w ent 
to one c o u n try --C h ile . If C h ile 's  tra d e  is  d isco u n ted  fro m  the A ndean 
G roup, i t  is  found th a t m ac h in e ry  and  m ach in e  p a r ts  co n s titu ted  only 
2. 9 p e r  cen t of the G ro u p 's  im p o rts  of M exican  m an u fac tu red  goods, 10
B ra z il ,  on the o th e r hand, w as a  la rg e  im p o r te r  of M exican  
m ac h in e ry  and  m ach in e  p a r ts ,  d e sp ite  the fa c t th a t only 35. 7 p e r  cen t 
of B r a z i l 's  im p o r ts  fro m  M exico in  1968 (T able 41) c o n s is te d  of m an u ­
fa c tu re d  goods. Of the 58 m illio n  p e so s  of m an u fac tu red  goods th a t 
M exico e x p o rted  to  B ra z i l  in  1968, 22. 2 p e r  cen t of th o se  ex p o rts  con­
s is te d  of m a c h in e ry  and m ach ine  p a r ts .  I t w ould ap p e a r  th a t w hile  the 
A ndean G roup  is  a  good m a rk e t fo r  M ex ico 's  ex p o rts  of m an u fac tu re s  
in  g e n e ra l, i t  i s  no t such  a good m a rk e t  fo r  M ex ico 's  ex p o rts  of 
so p h is tic a te d  m a n u fa c tu re s  such  a s  m a c h in e ry  and m achine p a r ts .  
M ach in ery  and  m ach in e  p a r ts ,  w hile co n s titu ted  12. 4 p e r  cen t of
M exico, S e c re ta r ia  de In d u s tr ia  y C o m erc io , D irecc io n  
G e n e ra l de In te g ra c io n  E co n o m ica  L a tin o a m e ric a n a , "E volucion 
G lobal de l In te rc a m b io  C o m e rc ia l de M exico con la  ALALC, I 9 6 I -  
1968" (M exico, D. F . : D irec c io n  G en e ra l de In te g rac io n  E co n o m ica  
L a tin o a m e ric a n a , M arch , 1969), Anexo B. (M im eographed. )
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M ex ic o 's  re g io n a l ex p o rts  of m a n u fa c tu re s  in  1968 (58. 4 m illio n  p e so s) , 
w e re  a lm o s t e n tire ly  ab so rb e d  by the fo u r la r g e s t  and m o s t in d u s­
t r ia l iz e d  m e m b e rs  of LA FTA  (o ther than  M exico), In 1968, 93, 3 
p e r  c en t of M ex ic o 's  reg io n a l ex p o rts  of m a c h in e ry  and m ach ine  p a r ts  
w e re  a b so rb e d  by A rg en tin a  (6. 1 m illio n  p e so s) , B ra z i l  (12, 9 m illio n  
p eso s), C hile  (14. 3 m illio n  p e so s) , and V en ezu e la  (21, 2 m illio n  
p eso s). ^^
M ex ic o 's  m a jo r  m an u fac tu red  ex p o rts  to the reg io n  and th e ir
v a lu es  in  1968 w e re  the follow ing: books, 100. 3 m illio n  p eso s; ta r ,
p itch  and  r e s in ,  40. 3 m illio n  p eso s; o rg an ic  and m in e ra l m a te r ia ls
fo r  in d u s tr ia l  u se , 39. 3 m illio n  p eso s; tubes of iro n  and s tee l, 33, 5
m illio n  p e so s ; m o to rs  fo r au to s, 20. 6 m illio n  p e so s ; po liphosphates
of sod ium , 19. 1 m illio n  p eso s; and p a r ts  fo r ra d io s  and rad io  cab in e ts ,
1218 .6  m illio n  p e so s . A lto g e th er, th e se  p ro d u c ts  accoun ted  fo r 57, 7 
p e r  cen t of M ex ico 's  reg io n a l ex p o rts  of m a n u fa c tu re s  in  1968. I t  is 
in te re s tin g  to  note th a t a s  the co m p lex ity  of th e se  p ro d u c ts  in c re a s e s ,  
the d om ination  of M ex ico 's  ex p o rts  of the above p ro d u c ts  by the m o re  
in d u s tr ia l iz e d  m e m b e rs  of LA FTA  a p p a re n tly  in c re a s e s .  W hile only 
55 p e r  c en t of M ex ic o 's  reg io n a l ex p o rts  of books w en t to the four 
m o s t in d u s tr ia l iz e d  tra d in g  p a r tn e rs  of M exico, 73, 6 p e r  cen t of 
M ex ico 's  ex p o rts  of ta r ,  p itch , and r e s in  w ent to  A rg en tin a , B ra z il ,  
and  C hile . Of M ex ico 's  reg io n a l ex p o rts  of o rg an ic  and m in e ra l
^ 4 b id . ^^Ibid, , p. 4.
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m a te r ia ls  fo r in d u s try , 75, 6 p e r  cen t w ent to A rg en tin a , C h ile , and  
V enezuela . M ex ic o 's  re g io n a l ex p o rts  of m o to rs  fo r  au tos w e re  co m ­
p le te ly  a b so rb e d  by  C h ile  and  V enezuela  and  95, 8 p e r  cen t of M ex ico 's  
re g io n a l ex p o rts  of p o lip h o sp h a tes  of sod ium  w e re  im p o rte d  by C hile,
F in a lly , 100. 0 p e r  c en t of M ex ico 's  ex p o rts  of p a r ts  fo r  r a d io 's  and
13rad io  cab in e ts  w e re  im p o rte d  by A rg en tin a  and  B ra z il ,
The la r g e r  c o u n tr ie s  of LA FTA  not only a b so rb  the la r g e s t  
p a r t  of M ex ico 's  e x p o rts  of so p h is tic a te d  m a n u fa c tu re s , th ey  a lso , 
w ith  the excep tion  of C hile , r e p re s e n t  the  f a s te s t  grow ing m a rk e ts  fo r  
M ex ico 's  reg io n  e x p o rts . T h is tre n d  h as , in  p a r t ,  b een  fo s te re d  by 
the m ove to w ard  su b reg io n a l in te g ra tio n  w ith in  LA FTA  in  re c e n t  y e a rs . 
W hile C hile  is  one of the la r g e r  m a rk e ts  fo r  M ex ican  p ro d u c ts , C hile 
is  a lso  a m e m b e r of a  su b re g io n a l g ro u p -- th e  A ndean G roup, C h ile 's  
im p o rts  of M ex ican  goods have a c tu a lly  b een  dec lin ing  in re c e n t y e a r s ,  
as  have P e r u 's  im p o rts  of M exican  goods. D uring  the p e r io d  19&5- 
1968 C h ile 's  im p o rts  of M exican  goods dec lin ed  by  12, 2 p e r  cen t (from  
13, 9 m illio n  d o lla rs  in  1965 to 12, 2 m illio n  d o lla rs  in 1968), F o r  
the p e rio d  1967-1969, C h ile 's  im p o rts  fro m  M exico d ec lin ed  b y  15, 1 
p e r  cen t (from  14, 1 m illio n  d o lla rs  in  1967 to 12, 0 m illio n  d o lla rs  in
1969) and P e r u 's  im p o rts  fro m  M exico d ec lin ed  by  0. 3 p e r  cen t (from  
5, 92 m illio n  d o lla rs  in  1967 to 5. 90 m illio n  d o lla rs  in I 969),
13„ . , 14 15
Ibid, Ibid, , Anexo B, Ibid.
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In c re a s e d  in te r-A n d e a n  G roup tra d e  b y  th e se  two la r g e s t  m e m b e rs  
of the  A ndean G roup  w as la rg e ly  re sp o n s ib le  fo r  th e se  c o u n tr ie s ' d e ­
c lin ing  im p o rts  f ro m  M exico in  r e c e n t  y e a r s .  The m a jo r  ex cep tio n  
to th is  t re n d  in  the A ndean G ro u p 's  t r a d e  w ith  M exico is  found in  
C olom bia, w hose im p o rts  f ro m  M exico in c re a s e d  by  449. 5 p e r  c en t 
d u rin g  the  p e r io d  1967-1969 (from  3. 7 m illio n  d o lla rs  in 1967 to 20. 1 
m illio n  d o lla rs  in  1969). W ith g r e a te r  p r o g re s s  to w ard  in te g ra tio n  
w ith in  the A ndean G roup , h o w ev er, i t  is  lik e ly  th a t C olom bia w ill 
t r a n s f e r  m uch  of i ts  tra d e  w ith  M exico to i ts  fellow  A ndean G roup  
m e m b e rs .
A rg en tin a , B ra z i l ,  and  V en ezu e la , on the o th e r  hand, have 
ra p id ly  in c re a s e d  th e ir  im p o rts  f ro m  M exico in  re c e n t  y e a r s .  A rg e n ­
tin a  and  B ra z i l  a b so rb e d  only  28. 3 p e r  cen t of M ex ic o 's  re g io n a l ex ­
p o r ts  in  1965 . D uring  the p e r io d  1965-1968, how ever, the g row th  
of A rg e n tin a 's  and B r a z i l 's  im p o rts  f ro m  M exico (41. 9 p e r  c en t and  
153. 3 p e r  c en t re sp e c tiv e ly )  ex ceed ed  the  o v e ra l l  g row th  of M ex ic o 's  
re g io n a l e x p o rts  (41. 6 p e r  cent). A s a  r e s u l t ,  A rg en tin a  and  B ra z i l  
a b so rb e d  3 7 .4  p e r  c en t of M ex ic o 's  re g io n a l e x p o rts  in  I 968 . If 
V enezu e la , w hose im p o rts  f ro m  M exico in c re a s e d  by 40. 1 p e r  c e n t 
d u rin g  the  p e r io d  1965-1968, is  in c lu d ed  w ith  A rg en tin a  and B ra z i l ,  
the im p o rta n c e  of M ex ic o 's  tra d e  w ith  the  m o re  in d u s tr ia l iz e d  m e m ­
b e r s  of L A FTA  is  m o re  c le a r ly  seen . D uring  the p e r io d  1965-1968,
^^Ibid.
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M ex ic o 's  e x p o rts  to LA FTA  in c re a s e d  by 18. 3 m illio n  d o lla rs  (from  
44, 0 m illio n  d o lla rs  to 62, 2 m illio n  d o lla rs ) . D uring  th is  sam e  p e rio d , 
the  com bined  M ex ican  e x p o rts  to A rg en tin a , B ra z il ,  and  V enezuela  
in c re a s e d  by 13, 8 m illio n  d o lla rs  (A rgen tina , 7, 4 m illio n  d o lla rs  to 
10, 5 m illio n  d o lla rs ;  B ra z il ,  5, 1 m illio n  d o lla rs  to 12, 8 m illio n  d o l­
la r s ;  and  V enezuela , 7, 3 m illio n  d o lla rs  to 10, 3 m illio n  d o lla rs ) , 
C o llec tiv e ly , M ex ic o 's  e x p o rts  to A rg en tin a , B ra z il ,  and V enezuela , 
th e re fo re ,  acco u n ted  fo r 75, 4 p e r  c e n t of the to ta l in c re a s e  in  M ex ico 's  
re g io n a l e x p o rts  b e tw een  1965 and  1968.
I t m ig h t be concluded  fro m  th e  above o b se rv a tio n s  th a t w hile 
the A ndean G ro u p  is  a  v e ry  im p o rta n t m a rk e t  fo r  M ex ico 's  e x p o rts  of 
m a n u fa c tu re s , M ex ic o 's  m a n u fa c tu re d  e x p o rt to  the A ndean G roup  
(with th e  excep tion  of C hile) a p p e a r  to have a  re la t iv e ly  low con ten t 
of so p h is tic a te d  m a n u fa c tu re s  (i. e, , co n su m e r d u rab le  and  c ap ita l 
goods). M o reo v e r, M ex ico 's  ex p o rts  to the two la r g e s t  m e m b e rs  of 
the A ndean G roup , C hile  and  P e ru , have d ec lin ed  in  re c e n t  y ea r .
T h is d ec lin e  in  C h ile 's  and P e r u 's  im p o r ts  f ro m  M exico m ay  be an  
om en of the fu tu re  tre n d  of M ex ico 's  tra d e  w ith  the A ndean G roup  as 
su b re g io n a l in te g ra tio n  p ro c e e d s  w ith in  the A ndean G roup,
W hile A rg en tin a , B ra z il ,  and  V en ezu e la  c o lle c tiv e ly  had  a  
low er a v e ra g e  co n ten t of m a n u fa c tu re s  (56. 3 p e r  cent) in  th e ir  to ta l 
im p o rts  fro m  M exico than  d id  the A ndean G roup  (66, 5 p e r  cen t) in
^ ^ Ib id ., A nexo B.
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1968 (Table 41), i t  w ould ap p ea r  th a t th e  la r g e r ,  m o re  in d u s tr ia l iz e d  
m e m b e rs  of LA FTA  have a  h ig h e r  co n ten t of so p h is tic a ted  m an u fac ­
tu re s  in th e i r  to ta l im p o rts  of m a n u fa c tu re s  fro m  M exico than  do the 
A ndean G ro u p  m e m b e rs  (with the p o ss ib le  excep tion  of C hile), A rg e n ­
tin a , B ra z i l ,  and  V enezuela , m o re o v e r , have s ig n ifican tly  in c re a se d  
th e ir  co lle c tiv e  sh a re  of M ex ico 's  to ta l ex p o rts  in  re c e n t y e a r s .
A s i t  w ill be po in ted  out in th is  c h a p te r , the m ec h a n ism s  th a t 
M exico h a s  em ployed  to expand i ts  re g io n a l ex p o rts  of m a n u fa c tu re s  
have in c re a s in g ly  b een  d ire c te d  to w ard s  expanding tra d e  w ith  A rg e n ­
tin a , B ra z i l ,  and  V enezuela , The s u c c e s s  of th e se  m ec h a n ism s , 
how ever, h a s  p ro d u ced  a  s tro n g  m otive  fo r  su b reg io n a l g ro up ings. 
Such su b reg io n a l g roup ings could, m o re o v e r , r e s u l t  in  a  slow ing down 
of the  g row th  of M ex ico 's  m an u fa c tu red  ex p o rts  to the m e m b e rs  of 
su ch  su b reg io n a l g ro u p in g s . T h is  h a s  b een  the  ex p e rien ce  of M exico 
w ith  the two la r g e s t  m e m b e rs  of the A ndean G roup, C hile  and  P e ru , 
B a r r in g  an  im p ro b ab le  new d ire c tio n  to the c u r re n t  r e s t ru c tu r in g  
of LA FTA , i t  w ould th e re fo re  a p p e a r  th a t M ex ico 's  tra d e  w ith  A rg e n ­
tin a , B ra z il ,  and  V en ezu e la  w ill p ro v id e  an  even  g re a te r  im p e tu s  to 
M ex ico 's  ex p an sio n  of reg io n a l e x p o rts  of m an u fac tu re s  in  the fu tu re  
than  it  h as  in  the p a s t.
A t p re s e n t ,  the  im p o rts  of M ex ican  m an u fa c tu re s  by  A rgen tina , 
B ra z i l ,  and  V en ezu e la  exh ib it a  su b s ta n tia l d eg ree  of d iv e rs if ic a tio n , 
M ex ic o 's  m a jo r  e x p o rts  of m a n u fa c tu re s  to  A rg en tin a  and th e ir
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p e rce n tag e  s h a re s  of to ta l M exican ex p o rts  to  A rg en tin a  in 1968 
w ere  a s  fo llow s: p itch  and  ta r ,  15. 6 p e r  cent; p r in te d  books, 11. 6
p e r  cent; ra d io s  and p a r ts ,  11 .5  p e r  cent; dodecy lbenzene, 6. 6 p e r
cent; i ro n  and  s te e l  p ip ing , 2. 3 p e r  cent; a p p a ra tu s  fo r  in sta llin g  
e le c tr ic a l  condu its, 2. 3 p e r  cen t; sp a re  p a r ts  fo r  au to  m o to rs  and 
a g r ic u ltu ra l  m ach in e ry , 2, 5 p e r  cent; iro n  and  s te e l  tanks and co n ­
ta in e r s ,  1. 5 p e r  cen t; and  ty p e w rite rs , 1. 2 p e r  cent. The above 
m an u fac tu red  goods accoun ted  fo r 55 p e r  cen t of A rg e n tin a 's  to ta l 
im p o rts  fro m  M exico and  83. 3 p e r  cen t of A rg e n tin a 's  im p o rts  of 
m an u fac tu re s  f ro m  M exico in  1968.
M ex ic o 's  m a jo r  ex p o rts  of m an u fac tu re s  to B ra z i l  and th e ir  
p e rc e n ta g e  s h a re s  of to ta l M exican  e x p o rts  to B ra z i l  in  1968 w e re  a s  
fo llow s: p itch  and ta r ,  6. 7 p e r  cen t; p ro p e l le r -d r iv e n  b o a ts , 1. 5 p e r
cent; m a c h in e ry  p a r ts ,  4. 0 p e r  cen t; ty p e w r ite rs ,  3. 1 p e r  cent;
e le c tr ic  m e te r s ,  2. 4 p e r  cent; iro n  and s te e l  p ip ing, 2. 3 p e r  cen t, 
rad io  p a r ts ,  2, 2 p e r  cen t; dodecylbenzene, 1. 7 p e r  cent; and p r in te d  
books, 1. 2 p e r  cen t. The above m a n u fa c tu re s  acco u n ted  fo r 25. 1 p e r  
cen t of B r a z i l 's  to ta l im p o rts  fro m  M exico and  70. 4 p e r  cen t of B r a z i l 's  
im p o rts  of rn an u fac tu re s  f ro m  M exico in  1968.
"T ra d e  R e la tio n s  B etw een M exico and A rg en tin a , " C o m erc io  
E x te r io r  de M exico , XVL No. 10 (O ctober, 1969), p. 36.
 ^^ ' 'M e x ic a n -B ra z illia n  T ra d e  R e la tio n s , " C o m erc io  E x te r io r  
de M exico, XVI, No. 8 (August, 1969), p. 22.
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M ex ico 's  m a jo r  ex p o rts  of m an u fac tu re s  to V enezuela  and  th e ir  
p e rce n tag e  s h a re s  of to ta l M exican  ex p o rts  to V enezuela  in  1968 w e re  
a s  fo llow s: p r in te d  books, 18. 9 p e r  cent; au tom obile  en g in es , 9. 9 p e r  
cent; m ed ic in e , 2, 8 p e r  cent; ty p e w rite rs , 2. 5 p e r  cent; iro n  and 
s te e l m ach in e  p a r ts ,  elbow s, and coup lings, 4. 2 p e r  cent; and p r o ­
p e l le r -d r iv e n  b o a ts , 1. 9 p e r  cen t. The above m an u fac tu re s  accoun ted  
fo r 40. 2 p e r  cen t of V e n e z u e la 's  to ta l im p o rts  fro m  M exico and  56, 5 
p e r  cen t of V en e z u e la 's  im p o rts  of m a n u fa c tu re s  f ro m  M exico in  
1968.20
It is  a p p a re n t th a t M ex ico 's  e x p o rts  to the above LA FTA  
m e m b e rs  a r e  not only  d iv e rs if ie d , th ey  a lso  con ta in  a  la rg e  m e a s u re  
of co n su m e r d u rab le  and p ro d u c e r  goods, in te r  a lia , au to  en g in es  and 
p a r ts ,  p ro p e lle r  d r iv e n  b o a ts; iro n  and  s te e l p ipes and p a r ts ,  m ach in ­
e ry  p a r ts ,  c h e m ic a ls , and p itch  and ta r .  M ex ico 's  la rg e  ex p o rts  of 
books to th e se  co u n tr ie s  is  no tab le  b e c a u se  of the s tro n g  linkage e ffec ts  
th a t such  ex p o rts  h ave  w ith M ex ic o 's  fledgeling  pulp  and p a p e r  in d u stry .
It is  re a so n a b le  to ex p ec t th a t a s  M ex ico 's  tra d e  w ith  A rgen tina , 
B ra z il , and  V en ezu e la  a s su m e s  an e v e r  la r g e r  sh a re  of M ex ico 's  to ta l 
LA FTA  tra d e , the above m a n u fac tu red  goods w ill a s su m e  ev e r  la r g e r  
s h a re s  of M ex ico 's  LA FTA  ex p o rts . T h is  t re n d  has in  fac t, b een  
e s ta b lish e d  in re c e n t  y e a rs . B ased  on the f i r s t  m onths of 1969, the
20 "M ex ican -V en ezu e lan  T ra d e  R e la tio n s , " C o m erc io  E x te r io r
de M exico, XVI, No. 3 (M arch, 1969), p. 24.
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m a jo r  M ex ican  m a n u fac tu re d  e x p o rts  to  L A FT A  and  th e ir  p e rc e n ta g e  
s h a re  of M ex ic o 's  to ta l ex p o rts  w e re  a s  fo llow s: m ac h in e ry  and  
m a c h in e ry  p a r ts ,  11. 5 p e r  cent; books, 10 p e r  cen t; t a r ,  p itch , and 
o rg a n ic  o r  m in e ra l  m a te r ia ls  fo r  in d u s tr ia l  u se , 8. 0 p e r  cen t; iro n  
and s te e l  p ip es , r e c e p ta c le s ,  and  s t r u c tu r e s ,  7, 6 p e r  cent; and  auto  
m o to rs  and  p a r ts  fo r au to  m o to rs  and t ra n s m is s io n s ,  6, 7 p e r  cen t. 
T h ese  p ro d u c ts  acco u n ted  fo r  43. 8 p e r  c e n t of M ex ico 's  to ta l e x p o rts  
to L A FT A  fo r  the f i r s t  n ine m onths of 1969 in  c o m p a riso n  to  a  34, 4 
p e r  c en t s h a re  of M ex ico 's  LA FTA  e x p o rts  fo r  the sam e  p e r io d  in  
1968/ '
The dynam ic b en e fits  of 
p a r tic ip a tio n
P h ilip p e  C. S c h m itte r  and  E r n s t  B. H aas, in  th e ir  d isc u s s io n  
of th e  f a c to rs  w hich  m o tiv a ted  M exico to jo in  LA FTA  in  I960, su g g es ted  
th a t M e x ic o 's  p a r t ic ip a tio n  in  LA FTA  w ould  depend upon M ex ico 's  
a b ility  to expand re g io n a l ex p o rts  of w hat w e re  c o n s id e re d  " p r io r i ty "
27m a n u fa c tu re s .
" P r io r i ty "  m a n u fa c tu re s  w e re  c o n s id e re d  to  be  th o se  m a n u ­
fa c tu re s  th a t w e re  c u r re n tly  be ing  p ro d u ce d  u n d er cond itions of in d u s ­
t r i a l  u n d e rc a p a c ity  due to lim ita tio n s  in  th e  d o m estic  m a rk e t  o r  a
"M ex ico 's  L a tin  A m e ric a n  T ra d e , " Review  of the E conom ic  
S itu a tio n  of M exico , XLV, No. 531 (F e b ru a ry , 1970), p. 36.
S c h m itte r  and  H aas, M exico and  L a tin  A m e rica n  E conom ic  
In te g ra tio n , p. 24.
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la c k  o£ ra tio n a li ty  in  th e ir  in itia l  developm ent. F o s te r e d  u n d er the 
u m b re lla  of n a tio n a l p ro te c tio n , o ften  in  m onopoly  p o s itio n s , the  f irm s  
p roducing  such  p ro d u c ts  had  both  h igh p ro d u c tio n  c o s ts  and  h igh  p r o ­
f it  m a rg in s . B e c a u se  th e se  " p r io r i ty "  p ro d u c ts  had  s tro n g  lin k ag es  
w ith  o th e r  m a jo r  M exican  in d u s tr ie s ,  they  s e rv e d  to t r a n s m it  th e ir  
h igh c o s t to a  w ide s p e c tru m  of M exican  in d u s tr ie s .  I t  w as a lso  no ted  
th a t th ese  p ro d u c ts  w e re  su b jec t to  p o te n tia lly  h igh eco n o m ies of sc a le  
th a t could only be a tta in e d  th ro u g h  gaining a c c e s s  to  a l a r g e r  m a rk e t 
than  the d o m estic  m a rk e t  o ffe red . It w as f e l t  b y  the M exican  p lan n e r 
th a t the so lu tio n  to  the " d ile m a "  of M ex ic o 's  d ev e lo p m en t in I960 in ­
vo lved  the ra p id  o u tw ard  p ro m o tio n  of such  " p r io r i ty "  p ro d u c ts . B ut, 
th e se  p ro d u c ts  could  no t a t  th a t tim e  e ffec tiv e ly  com pete  in w o rld  
m a rk e ts .  A n im m ed ia te  so lu tio n  to th is  th o rn y  p ro b le m  w as found in 
M ex ico 's  p a r t ic ip a tio n  in  LA FTA .
T hose " p r io r i ty "  p ro d u c ts  a ro u n d  w hich M ex ico 's  ex p ec ta tio n s  
rev o lv ed  w ere  id en tified  by  P h ilip p e  C. S c h m itte r  and E r n s t  B. H aas 
a s  being m a c h in e ry , v e h ic le s , m e ta ls ,  m e ta l p ro d u c ts , c h em ica ls , 
and  p e tro -c h e m ic a l  p ro d u c ts .
The above a n a ly s is  of M ex ic o 's  LA FTA  tra d e  w ould ap p e a r  to 
in d ica te  th a t M ex ic o 's  e x p e c ta tio n s  co n cern in g  tra d e  in  " p r io r i ty "  
p ro d u c ts  show s m uch  p ro m is e  of being  sa tis f ie d . As i t  w as po in ted
^^Ibid,
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out b e fo re , w h ile  only  7. 9 p e r  cen t of M ex ico 's  to ta l ex p o rts  w ent to 
L a tin  A m e ric a  in  1967, 24.,,9 p e r  c e n t of M ex ico 's  to ta l m a n u fac tu red  
ex p o rts  and  40. 4 p e r  cen t of w hat m igh t be te rm e d  M ex ico 's  " p r io r i ty "  
ex p o rts  w en t to  L a tin  A m e ric a  in  th a t y e a r . In 1967 M ex ico 's  e x p o rts  
of m a n u fa c tu re s  to L a tin  A m e ric a  la rg e ly  cam e fro m  five c la s s e s  of 
m an u fa c tu re s : ch e m ic a ls  p a p e r  p ro d u c ts ; m e ta l and  m e ta l p ro d u c ts ; 
m ach in es  and  e le c t r ic a l  m a te r ia ls ;  and tra n sp o r ta tio n  equipm ent. 
T o g e th e r th e se  c la s s e s  accoun ted  fo r  91. 8 p e r  c e n t of M ex ico 's  to ta l 
L a tin  A m e ric a n  e x p o rts  of m a n u fac tu re s  in  1967. (Table 38),
N ot a l l  of the  dynam ic b en e fits  th a t M exico h as a c q u ire d  o r  
w ill a c q u ire  f ro m  p a r tic ip a tio n  in  LA FTA  can, how ever, be a s s o c ia ­
ted  w ith  the im p ro v e m e n ts  w hich m igh t tak e  p lace  in  the p ro d u c tio n  
of th o se  " p r io r i ty "  p ro d u c ts  r e f e r r e d  to  by  P h ilip p e  C, S c h m itte r  and 
E r n s t  B. H aas.
A n o th er im p o rta n t b y -p ro d u c t of M ex ico 's  p a r tic ip a tio n  in 
LA FTA  h as  b een  th e  inflow of fo re ig n  in v e s tm e n t to  M exico and o th e r  
LA FTA  m e m b e rs  in  th o se  a r e a s  of m an u fac tu rin g  w here  a high le v e l 
of re g io n a l t r a d e  is  expected . S pecific  ex am p les  of th is  fo re ig n  in ­
v e s tm e n t w e re  given in  C h ap te r I.
The one dynam ic b en e fit of M ex ico 's  p a r tic ip a tio n  in  LA FTA  
th a t is  m o s t v is ib le , how ever, h as  b een  the co n trib u tio n  of LA FTA  
tra d e  to the tra n s fo rm a tio n  of M ex ico 's  e x p o rt s e c to r . A s i t  w as 
po in ted  out in  the l a s t  c h a p te r , M ex ic o 's  t ra d it io n a l ex p o rts  have b een
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p e rfo rm in g  p o o rly  fo r  the la s t  decade, M ex ico 's  cap ac ity  to  im p o rt 
h as b een  s e v e re ly  r e s t r a in e d  a s  a  r e s u l t  of th is  po o r ex p o rt p e r fo rm ­
ance, A lte rn a tiv e  so u rc e s  of fo re ig n  exchange such  a s  lo n g -te rm  
cap ita l inflow s and b o rd e r  tra d e  and tra v e l  inflow s have la rg e ly  b een  
o ffse t by m o re  ra p id ly  grow ing fo re ig n  exchange outflow ite m s  such  
as  in v es tm en t incom e outflows and b o rd e r  tra d e  and tra v e l  outflow s. 
T hese  a lte rn a tiv e  so u rc e s  of fo re ig n  exchange, th e re fo re , can  no 
lo n g er be ex p ec ted  to co m pensate  fo r  M ex ic o 's  ch ro n ic  tra d e  d e fic its . 
To continue to s a tis fy  i ts  c ru c ia l im p o rt n eed s , M exico m u st, th e r e ­
fo re , a c c e le ra te  the grow th of i ts  ex p o rt e a rn in g s . It w as concluded  
in  C h ap te r IV th a t such  an a c c e le ra tio n  of e x p o rt e a rn in g s  can  only be 
r e a l is t ic a l ly  acco m p lish e d  th rough  a tra n s fo rm a tio n  of M ex ico 's  
e x p o r ts - - f ro m  tra d itio n a l ex p o rts  to m a n u fac tu red  ex p o rts ,
A d is tin c tio n  w as m ade, how ever, betw een  two g en e ra l c a te ­
g o rie s  of m a n u fa c tu red  e x p o r ts - - la b o r - in te n s iv e  m a n u fac tu re s  and 
co n su m er d u rab le  and cap ita l m a n u fa c tu re s . I t  w as poin ted  out th a t 
w hile the p ro m o tio n  of la b o r- in te n s iv e  m an u fac tu re s  is  d e s ira b le , it  
is  not a s  d e s ira b le  a s  the p ro m o tio n  of so p h is tic a te d  m an u fac tu re s . 
B ecau se  of the  high  incom e e la s t ic i ty  of w o rld  dem and fo r so p h is tic a te d  
m a n u fac tu re s  and  the re la t iv e ly  few tra d e  re s tr ic tio n s  h indering  the 
ex p o rt expansion  of such  m an u fac tu re s , the  w o rld  ex p o rts  of so p h is ­
t ic a te d  m a n u fa c tu re s  have b een  grow ing a t  a  s ig n ifican tly  f a s te r  r a te  
than  the w o rld  ex p o rts  of la b o r- in te n s iv e  m an u fac tu re s .
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T hrough  p a r t ic ip a tio n  in  LA FTA , M exico h as  b een  ab le  to gen ­
e ra te  a  v iab le  tra d e  in  so p h is tic a te d  m an u fac tu re s . Such LA FTA  
ex p o rts  of so p h is tic a te d  m an u fa c tu re s  not only com p lem en ts  M ex ico 's  
w o rld  ex p o rts  of la rg e ly  la b o r - in te n s iv e  goods, they  a lso  s e rv e  to 
c re a te  th o se  cond itions p re re q u is i te  to the e x p o rt of such  so p h is tic a te d  
m a n u fac tu re s  to  w o rld  m a rk e ts .
The s h o r t- ru n  b e n e fits  of
p a r tic ip a tio n
A nother b en e fit th a t M exico h as  re c e iv e d  fro m  p a r tic ip a tin g  in  
LA FTA  is  found in  M ex ic o 's  grow ing re g io n a l tra d e  su rp lu s . T h is  
tra d e  su rp lu s  h as b een  r e f e r r e d  to a s  a  s h o r t- ru n  phenom ena b e ca u se  
i t  is  doubtful th a t M exico w ill be ab le  to  m a in ta in  th is  su rp lu s  in  the 
face  of the grow ing p r e s s u re  fo r in c re a s e d  tra d e  re c ip ro c i ty  in  LAFTA, 
It can  be seen  f ro m  T ab le  42 th a t M ex ic o 's  LA FTA  tra d e  su rp lu s  has 
grow n rap id ly  s in ce  1960. F ro m  I960 to 1969 the tra d e  su rp lu s  in ­
c re a s e d  f ro m  6 l, 9 m illio n  p eso s  to 429 1 m illio n  peso s. In 1969, the 
la rg e s t  p a r t  of the 429. 1 m illio n  p eso s  su rp lu s  cam e fro m  M ex ic o 's  
tra d e  w ith  C olom bia and  V enezuela  (T able 43), M ex ico 's  tra d e  su rp lu s  
w ith  C olom bia w as 243. 5 m illio n  p eso s  and  M ex ico 's  tra d e  su rp lu s  
w ith  V enezuela  w as 140, 7 m illio n  p e so s  in  1969. T h is  s iz e a b le  r e ­
gional tra d e  su rp lu s  h as  s e rv e d  to a t  le a s t  p a r t ia l ly  o ffse t the ch ro n ic  
w o rld  tra d e  d e f ic its  of M exico,
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TA B LE 42
TH E COM M ERCIAL BALANCE OF MEXICO 
W ITH THE COUNTRIES OF LA FTA  
(T housands of P e s o s ,  C u r re n t P r ic e s )
Y ear E x p o rts
V alue P e rc e n ta g e  of w o rld  P e rc e n ta g e  change 
ex p o rts  o v e r the p rev io u s
y e a r
1957 122 ,4 9 0
1958 103,6 6 5 • •
1959 120, 175 « ,
I960 110, 708 ; 1. 0 - 7 .9
1961 137, 255 1. 3 23. 9
1962 264,273 2. 3 92 . 0
1963 399, 336 3. 3 51. 0
1964 572, 029 4. 4 43. 0
1965 549 , 602 3. 9 - 3. 9
1966 803, 154 5. 4 46. 0
1967 715, 993 5. 0 -10 . 8
1968 778, 000 6, 0 8. 7
1969 1, 076, 887 6. 0 38. 0
N otes: The d a ta  p re se n te d  does n o t include f re e  zone tra n sa c tio n s
and is  no t s t r ic t ly  co m p arab le  to  o th e r  d a ta  b e c a u se  of r e c e n t  r e -  
ev a lu a tio n s  of LA FTA  tra d e  s ta t i s t ic s  fo r 1966 and 1967 w hen 
B o liv ia  and  V en ezu e la  jo in ed  LA FTA .
S o u rce : M exico , S e c re ta r ia  de Indus t r i a  y C o m erc io , D ire c c io n  
G e n e ra l de In te g rac io n  E c o n o m ica  L a tin o a m e ric a n a , 
In te g rac io n  L a tin o a m e ric a n a  (M exico, D. F . : D ire c c io n  
G e n e ra l de In te g ra c io n  E co n o m ica  L a tin o a m e ric a n a ,
No. 18, F e b ru a ry ,  1970), p. 10.
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Im p o rts
S urp lus
B alan ce
V a lue P e rc e n ta g e  of w o rld  
im p o rts
P e rc e n ta g e  change 
o v e r the p rev io u s  
y e a r
67 ,302 * • • 55, 187
4 6 ,2 8 6 • • 51, 379
69, 781 • • 50, 394
48, 822 0. 3 -30 , 0 61 , 886
56, 286 0 .4 15. 2 80, 969
78, 847 0. 5 40. 0 185,426
142,572 0. 9 80. 0 256, 764
242 ,725 1. 3 70. 0 329, 304
374, 780 1. 9 54. 0 174, 822
435,771 2. 1 16 . 2 367, 383
48 2 ,070 2. 2 10. 6 233, 923
535, 678 2. 2 11. 1 242, 322
647,791 2, 5 20. 0 429, 096
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TA BLE 43
M EXICO 'S TRADE IN LA FTA  IN 19&9 BY COUNTRY 
(T housands of P e so s )
C oun try Im p o rts E x p o rts • . - 3^ a lanc  e
T o ta l 647,791 1, 076, 887 429, 096
A rg en tin a 154,875 174,823 19, 948
B o liv ia 16, 797 11, 759 - 5 ,038
B ra z il 142,502 182,983 40, 381
C olom bia 7 ,7 8 0 251, 326 243, 546
C hile 104,063 149,812 45, 749
E cu ad o r 9, 270 17,270 7, 885
P a ra g u a y 4, 779 4, 344 435
P e ru 136, 849 74, 070 - 62 ,779
U ruguay 20, 272 19,431 841
V enezuela 50, 389 191,069 140, 680
S ource: C a lc u la te d  fro m : M exico, S e c re ta r ia  de In d u s tr ia  y C o m erc io , 
D ire c c io n  G e n e ra l de In te g rac io n  L a tin o a m e ric a n a , In te g ra -  
c ion  L a tin o a m e ric a n a  (M exico, D. F , : D ire c c io n  G e n e ra l de 
In te g ra c io n  E co n o m ica  L a tin o a m e ric a n a , No. 18, F e b ru a ry ,
1970).
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The lo n g -ru n .an d  s h o r t - ru n  c o s ts  
of p a r tic ip a tio n
The co s ts  a s s o c ia te d  w ith  a  c o u n try 's  p a r tic ip a tio n  in  a  f re e  
tra d e  a s so c ia tio n  of le s s -d e v e lo p e d  c o u n tr ie s  such  a s  LA FTA  a re  
m o s t often  thought of a s  em an a tin g  f ro m  tra d e  d iv e rs io n . T ra d e  d iv e r ­
s io n  w ith in  a  re g io n a l g rouping  o c c u rs  w hen m e m b e rs  of such  a  g ro u p ­
ing d iv e r t th e ir  im p o rts  f ro m  low er p r ic e d  th ird  co u n try  p ro d u c ts  to 
h ig h e r  p r ic e d  reg io n a l p ro d u c ts . Such a  d iv e rs io n  is  in  e ffec t, an  
incom e lo ss  to the im p o rtin g  m em b er. W hile i t  is  c e r ta in ly  to be 
ex p ec ted  th a t som e tra d e  c re a tio n  (i. e. , a  m e m b e rs  d iv e rs io n  of im ­
p o r ts  fro m  h ig h er p r ic e d  th ird  co u n try  p ro d u c ts  to lo w er p r ic e d  r e ­
g ional p ro d u c ts) w ill r e s u l t  f ro m  p a r tic ip a tio n  in  a  f re e  t ra d e  a s s o c ia ­
tio n  such  a s  LA FTA , i t  h as  g e n e ra lly  b een  the  co n cen su s  opinion of 
developm ent e co n o m is t th a t t ra d e  d iv e rs io n  w ill be s ig n if ic an tly  g r e a te r  
than  tra d e  c re a tio n  in  a  re g io n a l grouping  such  a s  LA FTA , One 
m ig h t expect, th e re fo re ,  th a t M exico h as  p ro b ab ly  a c c ru e d  a  sh o rt-  
ru n  incom e lo s s  f ro m  its  p a r tic ip a tio n  in  LA FTA.
B ecau se  of d is p a r i t ie s  in  in te rn a l p r ic e s  and  exchange r a te s ,  
a s  w ell a s  the e ffec ts  of su b s id ie s  on the p r ic e s  of ex p o rted  p ro d u c ts , 
i t  is  d ifficu lt, h o w ev er, to develop  the r e a l  c o s t of tra d e  ( trad e  d iv e r ­
s ion  - tra d e  c re a tio n )  re su ltin g  fro m  an  in te g ra tio n  sch em e such  a s  
LA FTA.
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F i r s t ,  LA FTA  is  a  p ro p o sed  f re e  t ra d e  a r e a  th a t h as  ach iev ed  
only lim ite d  su c c e ss  in  e s ta b lish in g  re g io n a l f re e  tra d e . Secondly, 
m any  of the m e m b e rs  of LA FTA  s t i l l  c a r r y  on a m a jo r ity  of th e ir
tra d in g  ou tside  of LA FTA .
B ecau se  a co u n try  such  a s  M exico is  a c tiv e ly  involved in  p r o ­
m oting m an u fac tu red  ex p o rts  in  the  w o rld  m a rk e t a s  w ell a s  in  LA FTA , 
a red u c tio n  in  th o se  su b s id ie s , p r ic e  d is p a r i t ie s ,  and  exchange ra te  
d isp a r it ie s  a s so c ia te d  w ith  re g io n a l ex p o rts  of m an u fac tu red  p ro d u c ts
can  not be  e ffec ted  w ithou t endangering  M ex ic o 's  co m p e tiv en ess  in  
24w orld  m a rk e ts .
T h e re fo re , the " c o s t"  of p a r tic ip a tin g  in LA FTA  is  m o re  
tru e ly  re f le c te d  in  the  d iffe ren ce  betw een  the r e a l  so c ia l c o s t of p ro ­
ducing a  re g io n a l ex p o rt bundle and the re g io n a l ex p o rt p r ic e  to  the 
im p o rtin g  m em b e r co u n try . The s h o r t - ru n  c o s ts  of p a r tic ip a tio n , in  
o th e r w o rd s , a r e  la rg ly  b o rn  by the ex p o rtin g  m e m b e rs  r a th e r  than  
by  the im p o rtin g  m e m b e r . T his o b se rv a tio n  ap p e a rs  to be b o rn  out 
by  the follow ing study.
In an  a tte m p t to  e s tim a te  the s h o r t - ru n  costro f M ex ico 's  p a r t ic ­
ipa tion  in  LA FTA  fo r  1968, the ite m iz e d  lis tin g  of M ex ico 's  im p o rts  
in  A nuario  E s ta d is t ic o  de l C o m erc io  E x te r io r  de lo s  E s ta d o s  Unidos
24
To re a q u a in t h im se lf  w ith  th is  s itu a tio n , the r e a d e r  can  
r e f e r  b ack  to the d isc u s s io n  of L a tin  A m e ric a n  p r ic e  and exchange 
r a te  d is p a r i t ie s  in  C h ap te r III.
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M exicano, 1968 w as c a te g o riz e d  a cc o rd in g  to  each  C apitu lo  of La 
T a rifa  de Im puesto  G e n e ra l de Im p o rta c io n . T h ese  im p o rts  w e re  
fu r th e r  d iv ided  in to  m a n u fac tu red  and  n o n -m a n u fa c tu red  p ro d u c ts  
u sing  the IN TA L c la s s if ic a tio n  of m an u fac tu red  im p o rts .
To d e te rm in e  the c o s t of p a r t ic ip a tio n  fo r  each  im p o rte d  item  
in  w hich a LA FTA  c o u n try  p a r tic ip a te d , the a v e ra g e  o v e r -a l l  p e r  un it 
p r ic e  of th a t im p o rte d  item  w as ca lc u la te d . Then the p e r  u n it p r ic e  
of th a t item  fo r  the LA FTA  co u n try  o r  c o u n tr ie s  w as c a lc u la te d  and 
su b tra c te d  f ro m  the o v e ra ll  a v e ra g e  p r ic e  of th a t item . The d if f e r ­
ence w as then  m u ltip lied  by the n u m b er of u n its  of th a t i te m  im p o rte d  
f ro m  the LA FTA  c o u n try  o r  c o u n tr ie s . T h is v a lu e , if  n eg a tiv e  w as 
l is te d  a s  a  c o s t of p a r tic ip a tio n  u n d e r the a ssu m p tio n  th a t the ite m  
l is te d  w as hom ogeneous, and  th a t M exico could  have p u rc h a se d  a ll  of 
the item  a t  the a v e ra g e  o v e ra ll  p r ic e . If the v a lu e  w as p o s itiv e , i t  
w as l is te d  a s  a  b e n e fit u n d er the sam e  a ssu m p tio n s . The r e s u l ts  of 
th e se  c a lcu la tio n s  a r e  shown in T ab le  44.
O v e ra ll, th e se  ca lc u la tio n s  show  th a t M ex ico 's  im p o rts  fro m  
LA FTA  in  1968 d id  no t im p o se  a  c o s t  in  the fo rm  of tra d e  d iv e rs io n  on 
M exico. In s tead , M ex ic o 's  im p o rts  f ro m  LA FTA  re s u lte d  in  an  in ­
com e gain , using  the above m ethodology, of 25. 9 m illio n  p e so s . An 
incom e gain  w as r e g is te r e d  fo r  bo th  m a n u fa c tu re d  im p o rts  and non­
m a n u fa c tu re d  im p o rts  f ro m  LA FTA . The incom e gain  f ro m  the f o r ­
m e r  (22. 6 m illio n  p eso s) w as n e a r ly  sev en  t im e s  the s iz e  a s  the incom e
TA BLE 44
THE SH O RT-RU N  COSTS AND B E N E F IT S  OF M EXICO 'S 
PA R T IC IPA TIO N  IN L A F T A  IN 1968 
(T housands of P e s o s )  _
C o s ts  /B e n e fits NABALAC S ec tio n s  (^Canitulo's)
I . II. III. IV. V.
L ive anim ZfS V eg e tab le O ils , e tc . F ood , d r in k s . M in e ra l p ro d -
and  p ro d u c ts p ro d u c ts a n im a l & v e g e ­ tob acco u c ts
of liv e  a n i­ tab le
m a ls
M anuf. N on-
m anuf.
M anuf. Non - 
m anuf.
M anuf. Non-
m anuf.
M anuf. N on- M anuf. Non 
m anuf. m anuf.
C o s t 0. 5 3. 6 . . 2 3 4 .2 2 7 .9 44. 1 . . 410. 0
B en e fit 1. 0 56. 0 . . 236. 8 133 .2  4 9 .4 57. 0 . . 4 ,6 8 7 .6
N et c o s t o r
b e n e f it 0. 5 5 2 .4 2 .6 105 .3  4 9 .4 13. 2 - . . . 4 ,2 7 1 .7
VI. VII. VIII, IX. X.
C h em ica l P la s t ic s , H ides & L u m b e r, co rk . P u lp  & ]paper
p ro d u c ts c e lu lo se ,
r e s in s
le a th e r s w ood p ro d u c ts
M anuf. N on-
m anuf.
M anuf. N on-
m anuf.
M anuf. Non-
m anuf.
M anuf. N on- M anuf. N on- 
m anuf. m anuf.
C o s t 10. 710. 9 5. 1 168.7  . . 0. 1 91. 6 5 1 ,8  4 ,4 5 2 .3  2 7 2 .9
B e n e fit 5, 718. 7 42. 6 5 9 9 .2  . . 24, 9 680. 2 178.3  2 ,4 5 3 .5  2 6 1 .7
N et c o s t  o r
b e n e f it -4 , 992. 2 3 7 .4 430. 5 . . 24. 8 588. 5 12 6 .4  - I ,  998. 9 -11 . 2
i\)vO
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C o s ts  /B e n e f its NABALAC S ec tio n s  (C a p itu lo 'i)
XI. X ll. X lll. XIV. XV.
T e x tile s H ats , sh o es  C em en t, J e w e lry M eta ls
g la s s
M anuf. N on- M anuf. N on- M anuf. N on- M anuf. Non- M anuf. N on-
m anuf. m anuf. m anuf. m an u f. m anuf.
C o st 25. 1 24. 8 7 5 .0  . . 3 2 .9 . . 2 ,1 2 7 .0 175. 2 118. 5
B en e fit 9 .8  9 3 4 .4 8 7 .1  . . 9 ,4 6 5 .4  5 7 .1 . . 1, 075. 9 64. 9
N et c o s t  o r
b e n e fit -15 . 3 909. 4 12. 1 . . 9 ,4 3 2 . 5 57 .1 . . -2 , 127. 0 897. 8 -53."6
XVI. XVll. X V lll. XIX. XX.
M ach in es, T ra n s p o r t  O p tics, M unitions O th e rs
E le c tr ic a l eq u ip m en t e le c tro n ic s
m a te r ia ls
M anuf. Non- M anuf. Non. M anuf. N on- M anuf. Non- M anuf, N on-
m anuf. m anuf. m anuf. m anuf. m anuf.
C o st I, 607. 3 . . 2 2 .9  . . 180.1 . . 0. 8 38. 2 66, 6
B en e fit 1 6 ,1 7 8 .6  . . 1, 7 1 9 .0  . . 1 ,3 8 4 .0  . . 8 5 .2 0. 8 56. 7
N et c o s t o r
b e n e f it 1 5 ,1 7 8 .6  . . 1, 6 9 6 .1  . . 1, 2 0 3 .9  . . 84. 4 37. 4 - 9. 8
T o ta l L A FT A  Im p o rts
M an u fac tu rin g  N o n -m an u fac tu rin g T o ta l
C o st 17, 6 5 4 .0 3, 355. 5 21, 009. 5
B en efit 40, 278. 3 6, 620. 7 46, 899. 0
N et c o s t
o r  b e n e f it 22, 624. 2 3, 265. 2 25, 889. 5
fO
nO\0
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N ote: Only o rd in a ry  im p o rts  w e re  exam ined . F r e e  zone im p o rts
w e re  no t exam in ed  b ecau se  they  r e p re s e n te d  only ten  p e r  cen t of 
to ta l im p o r ts  and  con ta in  few ite m s  fro m  LA FTA  m e m b e rs .
F ig u re s  m ay  no t add b e cau se  of rounding.
S o u rce : C a lc u la ted  fro m : M exico, S e c re ta r ia  de In d u s tr ia  y
C o m erc io , A nuario  E s ta d is t ic o  d e l C o m erc io  E x te r io r  
de los E s tados Unidos M exicanos, 19^8 (M exico, D. F . : 
T a l le r e s  G ra fico s  de la  N aci^n, 1969).
g a in  f ro m  the la t te r  (3. 3 m illio n  p eso s).
M e x ic o 's  g r e a te s t  incom e gains f ro m  LA FTA  im p o rts  w e re  
r e g is te r e d  in  S ection  XVI im p o rts  (m ach ines and  e le c tr ic a l  m a te r ia ls )  
and  S ection  XII im p o rts  (cem ent and g la ss ) . The la r g e s t  incom e lo s s e s  
w e re  r e g is te r e d  in  S ection  VI (ch em ica l p ro d u c ts)  and  Section  X (pulp 
and  p a p e r  p ro d u c ts) .
In  a  c o m p reh en siv e  in te g ra tio n  sch em e, the p ro p h e s ize d  la rg e  
d e g re e  of t ra d e  d iv e rs io n , in the fo rm  of h ig h e r reg io n a l im p o rt 
p r ic e s ,  p ro b ab ly  w ould m a te r ia liz e  in  the tra d e  accoun ts  of p a r t ic i ­
pating  m e m b e rs . B ut a s  i t  s tan d s , p a r tic ip a tin g  in  LA FTA  a p p e a rs  
no t to be im p o sin g  a  s h o r t- ru n  c o s t on M exico in  te r m s  of an  e x c ess  
of tra d e  d iv e rs io n  o v e r  tra d e  c re a tio n  in  its  LA FTA  im p o rts , M ex ico 's  
s h o r t- ru n  c o s ts  of p a r tic ip a tio n  in  LA FTA , if  any, a r e  to be found in  
the su b s id ie s , the p r ic e  d is p a r i t ie s ,  and the exchange ra te  d is p a r i t ie s  
w hich in  p a r t  d e te rm in e  the p r ic e s  of M ex ico 's  re g io n a l ex p o rts . As 
such , th e se  c o s ts  w ould be found in  M ex ico 's  w o rld  ex p o rts  a s  w ell a s
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in  M ex ic o 's  re g io n a l ex p o rts ,
M ex ico 's  reg io n a l t r a d e ;
Concluding r e m a rk s  jjn ^
I t w ould a p p e a r  th a t the b en e fits  th a t M exico h as  re c e iv e d  
f ro m  I p a r tic ip a tin g  in  LA FTA  have ex ceed ed  the c o s ts  of such  
p a r tic ip a tio n . I t is , of c o u rse , M ex ic o 's  in ten t to m ax im ize  the 
b en e fits  i t  re c e iv e s  f ro m  p a r tic ip a tin g  in  LA FTA  and  to  m in im ize  the 
c o s ts  of p a r tic ip a tin g  in  LA FTA. T o w ard s th is  end M exico h as b een  
a c tiv e ly  invo lved  in  r e s t ru c tu r in g  the tra d e  lib e ra liz a tio n  m e ch a n ism s  
of LA FTA . L ike  a ll  LA FTA  m e m b e rs , M exico is  a ttem p tin g  to  change 
LA FTA  in to  a  m ec h a n ism  th a t w ill be m o re  re sp o n s iv e  to i ts  n eed s.
The fu tu re  of M ex ic o 's  p a r tic ip a tio n  in  LA FTA  w ill, th e re fo re , 
la rg e ly  depend on the d eg re e  to w hich M ex ic o 's  v iew s on L A F T A 's 
r e s t ru c tu r in g  p re v a il .
The R e s tru c tu r in g  of L A F T A 's  M echan ism s 
of T ra d e  L ib e ra liz a tio n
T he ca u se s  fo r  the c u r re n t  r e s t ru c tu r in g  of L A F T A 's m e c h a n ­
ism s  of t ra d e  l ib e ra liz a tio n  w e re  d isc u s s e d  in  C h ap te r I. In  e s se n c e , 
the r e s t ru c tu r in g  of L A F T A 's m ec h a n ism s  of tra d e  lib e ra liz a tio n  has 
b een  c a u se d  by the e x tre m e  d is p a r i t ie s  in  the developm en t le v e ls  of 
the v a r io u s  m e m b e rs  of LA FTA. B ec a u se  the in itia l  in s tru m e n ts  of 
tra d e  l ib e ra liz a tio n  in  LA FTA  w e re  only d es ig n ed  to p ro m o te  tra d e  in  
m a n u fa c tu re d  goods th rough  the c re a tio n  of a  ta r if f  f r e e  reg io n a l
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m a rk e t,  i t  w as n a tu ra l  th a t su ch  tra d e  w ould be  d o m in a ted  by the 
m o s t in d u s tr ia l iz e d  m e m b e rs  of the re g io n - .M e x ic o , A rg en tin a , and 
B ra z il .
In  v iew  of the dom ination  of re g io n a l t r a d e  in  m an u fac tu re s  
by  the m o s t in d u s tr ia l iz e d  m e m b e rs , i t  w as to b e  ex p ec ted  th a t the 
le s s -d e v e lo p e d  m e m b e rs  of the  reg io n  w ould a tte m p t to  r e s t r u c tu r e  
L A F T A 's  m e c h a n ism s  of t ra d e  l ib e ra liz a tio n  in  su ch  a  w ay a s  to en­
ab le  them  to a tta in  a  m o re  equ itab le  s h a re  of the  re g io n a l t ra d e  in 
m a n u fa c tu re s .
S idney D ell h a s  o b se rv e d  th a t, "In LA FTA , i t  w as in ev itab le  
th a t the p ro c e s s  of red u c in g  tra d e  b a r r i e r s  shou ld  g r in d  to a  h a lt so 
long a s  no a g re e m e n t w as re a c h e d  on the d is tr ib u tio n  of in d u stry . The 
la c k  of such  a  p o licy  m ean s th a t the w eak  c o u n tr ie s  in  the reg io n  have
P Cno a s s u ra n c e  th a t th e ir  own in fan t in d u s tr ie s  w ill n o t be overw helm ed . '
The p ro c e s s  of tra d e  l ib e ra liz a tio n  n e a r ly  d id  g rin d  to a h a lt  
in  1967 . By 1967 the C om m on L is t  had  su ffe re d  a  de fac to  d em ise  by  
the fa i lu re  of L A F T A 's  C o n feren ce  VII to develop  a  second  add ition  
to the C om m on L is t. N ational L is t  c o n c ess io n s  in  1967 in c re a se d  by 
only 3. 7 p e r  cen t. W hile the N ational L is t  c o n c e ss io n s  of A rg en tin a , 
B ra z il ,  and M exico in c re a s e d  by. 5. 4 p e r  cen t, 6. 0 p e r  cen t, and 9. 0 
p e r  cen t r e s p e c tiv e ly  in  1967, the  N ational L is t  c o n ce ss io n s  of the
25D ell, "O b stac le s  to L a tin  A m e ric a n  In te g ra tio n , " p. 65.
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26rem a in in g  m e m b e rs  in c re a s e d  by only an a v e ra g e  1. 7 p e r  cen t.
By 1967 the  le s s -d e v e lo p e d  m e m b e rs  of L A FT A  had, in  e s se n c e , 
r e je c te d  the in it ia l  t ra d e  l ib e ra liz a tio n  m e c h a n ism s  of LA FTA ,
The im p ac t of th is  r e je c t io n  w as c le a r ly  re f le c te d  in  L A FTA  tra d e  
fo r 1967 . In 1967 , L A FT A  tra d e  (ex p o rts  p lus im p o rts )  d e c re a se d  
by 2, 9 p e r  cen t (T able 1), w ith  tra d e  d e c re a s e s  o c c u r r in g  fo r  six  
of the n ine L A FTA  m e m b e rs .
W hile re je c tin g  L A F T A 's  in itia l  tra d e  l ib e ra liz a tio n  m ech an ­
ism s , the le s s -d e v e lo p e d  m e m b e rs  have no t r e je c te d  the concep t of 
LA FTA , They have only  ch o sen  a  new c o u rse  to w a rd s  the o b jec tiv e  
of L a tin  A m e ric a  in te g ra tio n . T his c o u rse  w as su b re g io n a l in te g ra ­
tion  w ith in  the f ra m e w o rk  of LA FTA , The C olom bian  re p re s e n ta tiv e  
to the A ndean C om m on M a rk e t n eg o tia tio n s  in  1968 e x p re s s e d  the 
se n tim en t of the le s s -d e v e lo p e d  m e m b e rs  of LA FTA  in  h is  o b s e rv a ­
tio n  that: "O ur n a tio n s , w h ich  c o m p ro m ise  tw o - th ird s  of LA FTA , a r e
convinced  th a t L a tin  A m e ric a n  in te g ra tio n  w ill so o n e r o r  la te r  be a 
r e a li ty . I t w ould be e x tre m e ly  unw ise not to p r e p a re  th e m se lv e s  
th ro u g h  the  su b reg io n a l union  so a s  to p a r tic ip a te  in  u ltim a te  econom ic 
f ro m  a  p o s itio n  of s tre n g th ,
2 6 "M onthly R e p o rt on L a tin  A m e ric a n  In te g ra tio n , " C o m erc io  
E x te r io r  de M exico , XVI, No, 9 (S ep tem ber, 1969), p. 6.
"M onthly R e p o r t on L a tin  A m e ric a n  In te g ra tio n , " C o m erc io
E x te r io r  de M exico, X y /, No, 10 (O ctober, 1968), p, 20,
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The m o re  in d u s tr ia l iz e d  m e m b e r  of LA FTA  faced  w ith  the 
p ro sp e c ts  of a  p o ss ib le  red u c tio n  in  th e ir  tra d e  w ith  su b re g io n a l g roup  
m e m b e rs  w hile they  p re p a re  th e m se lv e s  fo r  p a r t ic ip a tio n  in  the u l t i ­
m ate  in te g ra tio n  of the reg io n , have in te n s if ied  th e ir  e ffo rts  to in ­
c re a s e  tra d e  am ong th e m se lv e s .
In the re m a in d e r  of th is  c h ap te r  the b a s ic  in s tru m e n ts  of tra d e  
lib e ra liz a tio n  in  LA FTA  w ill be exam ined  on the b a s is  of th re e  
q u estio n s: 1) how h a s  th is  in s tru m e n t of tra d e  l ib e ra liz a tio n  evo lved? 
2) how does th is  in s tru m e n t of tra d e  lib e ra liz a tio n  fu n c tio n ?  and; 3) 
how does the function ing  of th is  in s tru m e n t a ffe c t M ex ic o 's  p a r t ic ip a ­
tion  in  L A F T A ? F in a lly , som e g e n e ra l o b se rv a tio n s  on the fu tu re  of 
LA FTA  and  M ex ic o 's  p a r tic ip a tio n  in  LA FTA  w ill be o ffered .
The d em ise  of the C om m on L is t
The Com m on L is t, a s  e s ta b lish e d  by A r tic le  7 of the T re a ty  
of M ontevideo, w as in ten d ed  to be the key  in s tru m e n t fo r  a tta in in g  the 
ob jec tive  of co m p le te ly  f r e e  re g io n a l tra d e  by  m id - 1973. It w as to 
be , in fa c t, the only t r e a ty  d ev ise  g u aran tee in g  a p lanned  d eg ree  of 
ir re v o c a b le  f re e  t ra d e  w ith in  the reg io n  d u rin g  the tra n s i t io n a l  p e rio d  
( I 96O -I973 ), U nder A r tic le  7 of the T re a ty  of M ontevideo , LA FTA  
m e m b e rs  w e re  o b lig a ted  to augm en t the Com m on L is t  w ith  p ro d u c ts  
co n stitu tin g  tw en ty -fiv e  p e r  cen t of in tra - r e g io n a l  tra d e  in  1964,
1967 , 1970 , and  1973 , I te m s  once p laced  on the C om m on L is t  could
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not be rem o v ed  fro m  the C om m on L is t.
In 1964 the f i r s t  add ition  to the Com m on L is t  w as su c c e ss fu lly  
c a r r ie d  out by  the m e m b e rs  of LA FTA. The ite m s  con ta ined  in  th a t 
f i r s t  add ition , h o w ev er, c o n s is te d  a lm o s t e n tire ly  of p r im a ry  p ro d ­
u c ts . In 1967 , h o w ev er, an  im p a sse  w as re a c h e d  over the second 
add ition  to  the C om m on L is t. The Seventh  O rd in a ry  LA FTA  C o n fe r­
ence in  1967 p ro p o se d  an  add ition  to the C om m on L is t  co n s is tin g  of 
two p ro d u c ts - -p e tro -c h e m ic a ls  and w heat. T h ese  two p ro d u c ts  
accoun ted  fo r  28. 0 p e r  cen t of in tra - re g io n a l  tra d e  in  1967. The in ­
c lu s io n  of w h ea t to the  Com m on L is t  w as opposed  by  V enezuela , 
M exico, and P a ra g u a y  and  the in c lu sio n  of p e tro -c h e m ic a ls  w as 
opposed  by P e r u  and M exico. S ince any m e m b e r  of LA FTA  can  veto  
a  Com m on L is t  p ro p o sa l and  s in ce  i t  w as g e n e ra lly  a g re e d  th a t the 
in c lu sio n  of e ith e r  w h ea t o r  p e tro -c h e m ic a ls  w as n e c e s s a ry  if the 
second  add ition  to the C om m on L is t  w as to  be  acco m p lish ed , the 
im p a sse  seem ed  h o p e le ss .
N ego tia tions on the second  add ition  to  the Com m on L is t  co n ­
tinued  th rough  1968 and  th ro u g h  m o st of 1969 , ending w ith  the su sp en ­
sio n  of C om m on L is t  n eg o tia tio n s  fo r a  m in im um  of five y e a rs  by the 
N inth O rd in a ry  LA FTA  C onference  in  D ecem b er of 1969 .
The fa ilu re  of the Com m on L is t  w as d ire c t ly  a ttr ib u te d  to the 
im p a sse  o v er the  in c lu s io n  of e ith e r  w heat o r  p e tro -c h e m ic a ls  to the 
seco n d  ad d itio n  to  the C om m on L is t, b u t the  underly in g  c a u se s  fo r the
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fa ilu re  of the  C om m on L is t  a r e  found in  the d iv e rg en t p h ilo so p h ies  of 
the c o m m e rc ia lis t  m e m b e rs  and the in te g ra tio n is t  m e m b e rs  of 
LAFTA.
A rg en tin a , B ra z i l ,  and M ex ic o --th e  c o m m e rc ia l is ts - - a p p e a r  
to be in  g e n e ra l a g re e m e n t th a t the d riv e  to w ard s  re g io n a l in te g ra tio n  
should p ro c e e d  v ia  c a re fu lly  co n s tru c te d  b i la te ra l  o r  co m p lem en ta ry  
a g re e m e n ts  am ong concen ting  LA FTA m e m b e rs . They a rg u e , w ith  
som e m e r it ,  th a t a  tig h tly  s tru c tu re d  in te g ra tio n  sch em e is  i l l  su ited  
to the r e a l i t ie s  of a  p o litic a lly  and eco n o m ica lly  d iv e rse  L a tin  A m erica . 
In teg ra tio n , in  th e ir  v iew , can  only be acco m p lish e d  in  L a tin  A m e ric a  
th rough  in s tru m e n ts  th a t a r e  flex ib le  enough to change w ith  the 
changing n eed s  of the reg io n . The C om m on L is t, in  th e ir  view , 
does not p ro v id e  th is  f lex ib ility . The i r r e v e r s ib i l i ty  of the Com m on 
L is t  and its  p ro v is io n  fo r  a  schedu led  fre e in g  of tra d e , in  th e ir  view , 
could  be an o b s ta c le  to  the f le x ib ility  of th e ir  n a tio n a l developm en t 
p lans. M o reo v e r, the Com m on L is t  h as  ro  p ro v is io n  to p ro m o te  
tra d e  in  p ro d u c ts  n o t a lre a d y  tra d e d  w ith in  the reg io n . In  th a t the 
e ffo rts  of the  c o m m e rc ia l is ts  a re  in c re a s in g ly  being  d ire c te d  a t 
p rom oting  in tr a - r e g io n a l  tra d e  in  m an u fa c tu re s  c u r re n tly  not tra d e d  
w ith in  the reg io n , the Com m on L is t  h a s  b een  re le g a te d  by  them  to  a 
s eco n d a ry  p o sitio n .
The o th e r e ig h t m e m b e rs  of LA FTA  g e n e ra lly  a g re e  w ith  the 
in te g ra tio n is ts  ' p o s itio n  th a t reg io n a l in te g ra tio n  m u s t be  tig h tly
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s tru c tu re d , ir re v o c a b le , and  scheduled . W hile th ey  a g re e  w ith  the
c o m m e rc ia lis ts  th a t the Com m on L is t  h as no t p ro v id e d  an  im p etu s
to re g io n a l tra d e  in  m a n u fa c tu re s  they  s tro n g ly  su p p o rt the b a s ic
p r in c ip le s  of the C om m on L is t. A d e leg a tio n  of in te g ra tio n is ts  a t  the
LA FTA  E x tra o rd in a ry  C on feren ce  of 1968 e x p re s s e d  the se n tim e n t of
the in te g ra tio n is ts  in  th e ir  o b se rv a tio n  that:
The C om m on L is t  m u s t g u a ran tee  th a t zonal t r a d e  of 
p ro d u c ts  co n ta in ed  th e re in  w ill be co m p le te ly  f re e  once 
the tw e lv e -y e a r  t r a n s i to ry  p e r io d  h as  ended and  th a t, 
in  co n seq u en ce , any c o u n try  ad h erin g  to the C om m on 
L is t, w hich  d ev e lo p ss  o r  s e ts  up an  in d u s tr ia l  b ra n c h , 
can  r e ly  on a c c e s s  to the  L a tin  A m e ric a n  m a rk e t  as  
of 1973 . No g u a ra n tee  can  e x is t  w ithout the L is t. If 
co u n try  A g ra n ts  a  c o n c ess io n  and  c o u n try  B e s ta b ­
l is h e s  an  in d u s tr ia l  p lan t in  o rd e r  to ex p lo it it, w hat 
is  to  be the fa te  of th e se  in s ta lla tio n s  shou ld  A  dec ide  
to w ithdraw  its  c o n c ess io n s  o r to red u ce  th e  m a rg in  
of p re fe re n c e  w hich  m ade i ts  m a rk e t a c c e s s ib le  to 
goods p ro d u ced  b y  B  ?28
If the C om m on L is t  w e re  to be suspended , the o th e r  m a jo r  in s t r u ­
m en ts  of t ra d e  l ib e ra liz a tio n  (i. e. , the N ational L is t  and the b i la te r a l  
ag reem en t)  could  not p ro v id e  such  g u a ra n te e s  to  the in te g ra tio n is ts .
The co n flic t be tw een  the p o s itio n s  of the c o m m e rc ia l is ts  and 
the in te g ra tio n is ts  w as c le a r ly  re f le c te d  in  the N intli O rd in a ry  Con­
fe re n c e  of LA FTA  in  D ecem b er of 1969. W hile a l l  of the m e m b e rs  of 
LA FTA  a g re e d  th a t the e x is tin g  C om m on L is t  sch ed u le  w as unw ork­
ab le , th e ir  p ro p o sed  so lu tio n s  to  th is  p ro b le m  w e re  v e ry  d iffe ren t.
28 "The LA FTA : A Y ear of Im p o rtan t D efin itio n s , " C o m erc io
E x te r io r  de M exico, XVI, No. 2 (F e b ru a ry , 1969), p. 5.
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The c o m m e rc ia l is ts  p ro p o sed  an  in d efin ite  ex ten sio n  of the
f re e  t ra d e  d ead lin e . A rg en tin a , m o re o v e r , p ledged  a veto  of any
p ro p o sa l c a llin g  fo r  a  sch ed u led  ir re v o c a b le  f re e in g  of tra d e  o r  a
com m on m a rk e t.  The in te g ra tio n is ts ,  on the  o th e r  hand, p ro p o se d
a com m on m a rk e t  d ead line  of 1985, to  be a tta in e d  in  a  scheduled ,
ir re v o c a b le  fa sh io n . A c o m p ro m ise  p ro p o sa l, the " C a ra c a s  P ro to c o l,  "
ca lling  fo r  an  ex ten s io n  of the C om m on L is t  d ead line  fo r f re e  tra d e
u n til 1980 and a  su sp en s io n  of C om m on L is t  n eg o tia tio n s  un til 1974
2 9w as f in a lly  adopted.
The su sp e n s io n  of the C om m on L is t  in  1969 m u st be in te rp r e te d  
a s  a  v is to ry  fo r  the ph ilosophy  of M exico, A rg en tin a , and B ra z i l  co n ­
ce rn in g  the c o u rse  of LA FTA. W ith the su sp e n s io n  of the C om m on 
L is t, the  in d u s try  s e c to ra l  h as em e rg e d  a s  th e ir  ch ie f in s tru m e n t fo r  
p ro m o tin g  re g io n a l tra d e .
The in d u s try  s e c to ra l
The in d u s try  s e c to ra l  w as e s ta b lish e d  by R eso lu tio n  55 and 
R eso lu tio n  119 of the T re a ty  of M ontevideo, The p u rp o se  of the  in d u s ­
t r y  s e c to ra l  w as to  d raw  to g e th e r  f i rm s  of a  p a r t ic u la r  in d u s try  f ro m  
the v a r io u s  m e m b e rs  of LA FTA  so  a s  to  fa c i l i ta te  an  exchange of 
in fo rm a tio n  on p ro d u c tio n  tech n iq u es , con su m p tio n  p a tte rn s , and  tra d e
^ ^ "L A F T A 's  C onference  IX, " B u s in e ss  L a tin  A m erica , 
D ecem b er 18, 1969 , p. 1.
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o p p o rtu n itie s  am ong the m e m b e r  na tions of LA FTA . As a  b y -p ro d u c t 
of th is  exchange of in fo rm a tio n , i t  w as hoped th a t  the a ttend ing  f irm s  
w ould exam ine  th e  p o s s ib i l i t ie s  of including  the  v a r io u s  p ro d u c ts  of 
th e ir  s e c to r  in  the  p ro g ra m  of l ib e ra tio n  th ro u g h  N atio n a l L is t  con­
c e ss io n s  and th ro u g h  co m p lem en ta tio n  a g re e m e n ts . Such ac tio n s  
w e re  to  be tak en  a t  an n u a lly  sch ed u led  s e c to ra l  re u n io n s , and the 
p ro p o sed  tra d e  c o n c e ss io n s  developed  th e re in  w e re  to  be reco m m en d ed  
to the n a tio n a l g o v e rn m e n ts  of the p a r tic ip a tin g  f irm s  fo r  nego tia tion  
a t  the  annual L A FT A  co n fe ren ce .
To gain  ac c e p ta n c e  a s  an  in d u s tr ia l  s e c to r ,  LA FTA  f irm s  of 
any p a r t ic u la r  in d u s try  m u s t f ile  a  le t te r  of in te n t w ith  the P e rm a n e n t 
E x ecu tiv e  C o m m ittee  (PEC ) of LA FTA . If th e ir  l e t t e r  of in ten t is  
a ccep ted  by the P E C , th e se  f irm s  m u s t then  fo rm  an in d u s tr ia l  
a s so c ia tio n  fo r  p a r tic ip a tin g  in  s e c to ra l  reu n io n s .
D uring the  e a r ly  y e a r s  of LA FTA , v e ry  few in d u s tr ia l  a s s o c ­
ia tio n s  w ere  fo rm ed . It w as g e n e ra lly  fe l t  by  the  LA FTA  p la n n e rs  
th a t the  m a in  im p e tu s  to the fre e in g  of re g io n a l t ra d e  w ould have to 
com e f ro m  d ir e c t  g o v ern m en t ac tio n  and so l i t t le  en co u ra g em e n t w as 
in itia lly  g iven  to  the  fo rm a tio n  of in d u s tr ia l  a s so c ia tio n s . T h is  lack  
of en co u rag em en t w as r e f le c te d  by the fa c t th a t of the 2, 318 N ational
30A d isc u s s io n  of th e  fra m e w o rk  of the  s e c to ra l  m ee tin g  is  
con ta ined  in: M exico , S e c r e ta r ia  de In d u s tr ia  y  C o m erc io , D irecc io n  
G e n e ra l de In te g ra c io n  E c o n o m ica  L a tin o a m e ric a n a , In teg rac io n  
L a tin o a m e ric a n a  (M exico, D. F . : D irecc io n  G e n e ra l de In te g ra c io n  
E co n o m ica  L a tin o a m e ric a n a , No. 6, F e b ru a ry , 1969), pp. 4-11.
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L is t  co n c ess io n s  p ro p o se d  by s e c to ra l  reu n io n s  fro m  1964-1967, only 
602 co n cess io n s  (26 p e r  cent) w ere  adopted  by  m e m b e r g o v ern m en ts .
B y 1968 , h o w ev er, the s e c to ra l  reu n io n  had  a s su m e d  a  new 
ro le  a s  the  m o s t dynam ic in s tru m e n t of tra d e  l ib e ra liz a tio n  in  LA FTA  
and as  the m a jo r  so u rc e  of LA FTA  N ational L is t  c o n ce ss io n s  and 
in d u s tr ia l  co m p lem en ta tio n  a g re e m e n ts . In 1968 sev en teen  in d u s tr ia l  
a s so c ia tio n s  h e ld  s e c to ra l  reu n io n s . Of the 910 N ational L is t  ta r if f -  
cu t co n cess io n s  re co m m en d e d  by th e se  s e c to ra ls ,  492 c o n cessio n s  
(59 p e r  cent) w e re  a c c e p te d  a t  th e  eigh th  LA FTA  co n fe ren ce . T h ese  
N ational L is t  co n c e ss io n s  r e p re s e n te d  67. 2 p e r  cen t of the 732 N ational 
L is t  c o n cess io n s  ad o p ted  in  1968 . 32
In 1969 tw en ty -fo u r s e c to ra l  reu n io n s  w e re  h e ld , and  they  
w e re  a tten d ed  by 1, 100 d e leg a te s  fro m  v a r io u s  L a tin  A m eric an  
in d u s tr ie s . The 1969 s e c to ra l  reu n io n s  re f le c te d  a  change in  s tra te g y  
by  the m a jo r  in d u s tr ie s  of the reg io n  in  th a t only 345 N ational L is t  
co n cess io n s  w e re  p ro p o se d  a t  th e se  m ee tin g s  a s  c o m p a red  to the 910 
c o n cess io n s  p ro p o se d  a t the  1968 s e c to ra ls .  The focus of a tten tio n  
a t  the 1969 s e c to ra ls  w as in s te a d  d ire c te d  to w ard s  the. co m p lem en ta ­
tion  a g re e m e n t.
"R esu lts  of the I 968 S e c to ra ls , " B u s in e ss  L a tin  A m eric a , 
J a n u a ry  23, 1969, p. 20.
^^Ibid.
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The co m p lem en ta tio n  ag re e m e n t, a s  e s ta b lis h e d  by R eso lu tion  
99 of the T re a ty  of M ontevideo in  1964, o ffe rs  a  g r e a te r  d eg ree  of 
f le x ib ility  to the  in d u s tr ia l is t  than  the o th e r  m e c h a n ism s  of LAFTA.
L ike the o th e r  m e c h a n ism s  the end r e s u l t  of a  co m p lem en ta tio n  
a g re e m e n t (so m e tim es  r e f e r r e d  to a s  a b i la te r a l  a g re e m e n t if only 
two co u n tr ie s  a r e  involved) is  a  b i-n a tio n a l o r  m u lti-n a tio n a l m a rk e t 
fo r the p ro d u c t and th e  p ro d u c e r  w ith  a ll  the b en e fits  th e reo f. The 
d is tin g u ish in g  f e a tu re s  of the  co m p lem en ta tio n  ro u te  to  ta r if f  c o n c e s ­
s ions a re  its  ex c lu s iv ity  and fle x ib ility .
W hile N ational L is t  co n cess io n s  a r e  open to e x p o rts  fro m  a ll 
LA FTA  c o u n tr ie s , the  ta r i f f  cu ts  n eg o tia ted  in  a  co m p lem en ta tio n  
a g re e m e n t b e n e f it only th o se  c o u n tr ie s  th a t s ign  the a c c o rd  (B olivia, 
E cu ad o r, P a ra g u a y , and  U ruguay, how ever, a r e  au to m a tic a lly  ex tended 
p re fe re n c e s  by  R eso lu tio n  99). T h is  p e rm its  a  m o re  se le c tiv e  s t r u c ­
tu rin g  of m u lti-n a tio n a l m a rk e ts , and h e lp s  to o v e rco m e  p ro te c tio n is t  
r e s is ta n c e . F o r  exam ple , the co m p lem en ta tio n  fo rm u la  enab les  
A rg en tin a  to open its  m a rk e ts  to  im p o rts  fro m  M exico fo r  a  sp ec ified  
item  w ithout su b jec tin g  its  in d u s try  to co m p e titio n  fro m  B ra z il .
A lthough m o s t a g re e m e n ts  follow  a  s ta n d a rd  fo rm a t- - in d ic a tin g  
ta r if f  co n ce ss io n s  fo r sp ec ified  p ro d u c ts  to  be  a ffe c ted  by  the p a r t ic i ­
pating  c o u n tr ie s , p ro d u c t o r ig in  ru le s ,  a d m in is tra tio n  of the acco rd , 
and escap e  c la u s e s - - th e r e  can  be a good d ea l of f le x ib ility  in  the 
a cc o rd . A cco rd s  can sp a ce  ta r if f  re d u c tio n s  o v er a  p e r io d  of y e a rs ,
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they  can  allow  fo r new p ro d u c t c o n ce ss io n s  and  the rem o v a l of old 
co n cess io n s  w hen lo c a l p ro d u c tio n  h as  grow n su ffic ien tly  to supply  
the d o m estic  m a rk e t, and they  can  be e a s i ly  w ithdraw n  by a m e m b er. 
M o reo v er, the co m p lem en ta tio n  p ac ts  ten d  to r e f le c t  the a ttitu d es  of 
in d u s tr ia l is ts  r a th e r  than  of g o v ern m en ts . M ost such  a g re e m e n ts  
have in  fa c t b een  desig n ed  by the p r iv a te  s e c to r .
F o r  a ll  of the above re a so n s  the co m p lem en ta tio n  a g re e m e n t 
e m erg e d  a s  the m a in  m ech an ism  of tra d e  lib e ra liz a tio n  in  the 1969 
s e c to ra l  m ee tin g s . W hile only 345 N atio n a l L is t  c o n cessio n s  w e re  
p ro p o sed  a t  the 1969 s e c to ra l  reu n io n s , 1 ,455 c o n c ess io n s  w e re  p r o ­
p o sed  in  e ig h t new co m p lem en ta tio n  a c c o rd  p ro p o sa ls  and th re e  r e ­
n eg o tia ted  co m p lem en ta tio n  a c c o rd s . If one c o n s id e rs  th a t only  262 
co m p lem en ta tio n  co n c ess io n s  w e re  p ro p o se d  a t  the 1968 s e c to ra l  
reu n io n s  and th a t only  n ine co m p lem en t a c c o rd s  have been  ap p ro v ed  
to date  by the P E C , the even ts of 1969 a p p e a r  m o s t sign ifican t.
The s e c to ra l  reu n io n s  of 1969 re p re s e n te d  a w ide sp e c tru m  of 
L a tin  A m eric a n  in d u s try . F a rm  m ac h in e ry , office m ach in e ry , 
p la s t ic s ,  c h e m ica l, m ach ine  to o ls, and e le c tro n ic s  w ere  ju s t  a  few of 
the tw en ty -fo u r in d u s tr ie s  re p re s e n te d  a t  the 1969 s e c to ra l  reu n io n s. 
A lso  re p re s e n te d  a t  the 1969 s e c to ra l  reu n io n s  w as a wide sp e c tru m  
of in te rn a tio n a l f i rm s  such  a s  IBM, G. E . , I. T. T. , Sylvania, F ia t ,  
S p e rry  Rand, and  NCR. T h e ir  in te r e s t  in  the in d u s try  s e c to ra l  h as  
grow n as the in fluence  of the in d u s try  s e c to ra l  h as  grown. At p re s e n t
313
the v a r io u s  in d u s try  s e c to ra ls  a r e  u n ited  by  the co o rd in a tin g  commitw 
tee  of the L a tin  A m e ric a n  E n te rp r is e  A sso c ia tio n s  w hich  a c ts  a s  an  
a d v iso r  to  the  P E C . B u t, the s e c to ra ls  a r e  c u r re n t ly  fo rm u la tin g  
a  new  o rg an iza tio n , th e  L a tin  A m e ric a n  C o n g re s s  of E n te r p r is e  
A sso c ia tio n s , w hich  w ould  p o ss ib ly  hold  a m in is te r ia l  p o s itio n  a t  the 
annual co n fe ren c e  of L A FT A  n a tio n s . If such  an  o rg a n iz a tio n  does 
evolve, th en  the s e c to ra l  w ill have b ro u g h t abou t a  fu n d am en ta l 
r e s t r u c tu r in g  of LA FTA .
The q u es tio n  to  be a sk e d  is ,  who h a s  b e n e fite d  f ro m  the s e c ­
to r a l  and who is  lik e ly  to  b e n e f it fro m  the grow ing im p o rta n c e  of the 
s e c to r a l?  The a n sw e r  to th is  q uestion  b ec o m es  obvious f ro m  an 
in v e s tig a tio n  of the o r ig in  of s e c to ra l  N ational L is t  c o n c e ss io n  and 
c o m p lem en ta tio n  c o n c e ss io n  p ro p o sa ls .
Of the  492  s e c to ra l  N ational L is t  c o n c e ss io n  p ro p o sa ls  adopted  
by  the eigh th  LA FTA  c o n fe re n c e , 474 w e re  p ro p o se d  by A rg en tin a , 
B ra z il ,  and  M exico (each  of th e se  c o u n tr ie s  p ro p o se d  b e tw een  150- 
160 c o n ce ss io n s). The dom ination  of the c o m m e rc ia l is ts  in  s e c to ra l  
N atio n a l L is t  p ro p o sa ls  w as a lso  r e f le c te d  in  th e ir  do m in a tio n  of a ll 
N ational L is t  c o n c e ss io n s  m ade in  1968 . The c o m m e rc ia l is ts  p ro ­
p o se d  73. 7 p e r  cen t of a l l  new N ational L is t  co n c e ss io n s  in  1968 (526 
c o n ce ss io n s )  and 63 . 5 p e r  cen t of a ll re n e g o tia te d  N atio n a l L is t  con­
c e s s io n s  in 1968  (206 c o n c ess io n s ). I t  is  of in te r e s t  to  no te  that 87, 0 
p e r  c en t of th e  to ta l N a tio n a l L is t  co n c ess io n s  m ad e  in  1968 c o n s is te d
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of m a n u fa c tu re d  goods. P ra c t ic a l ly  a l l  of the co n c e ss io n s  fo r  m an u ­
fa c tu re d  goods c o n s is te d  of c o n c e ss io n s  on f in ish e d  ca p ita l and  con ­
su m e r  d u ra b le  goods (ap p ro x im a te ly  95 p e r  cen t),
Of the  1, 821 N atio n al L is t  o r  co m p lem en ta tio n  c o n c e ss io n s  
p ro p o se d  by the 19&9 s e c to ra l  reu n io n s , 1, 526 c o n c e ss io n s  w e re  
a u th o re d  by A rg en tin a , B ra z i l ,  and  M exico. F u r th e rm o re ,  the 
c o m m e rc ia l is ts  a u th o red  94. 9 p e r  cen t of the 1, 455 co m p lem en ta tio n  
co n c ess io n s  p ro p o se d  a t  the 1969 s e c to ra l  reu n io n s . In  ad d itio n  to  
the e ig h t new co m p lem en ta tio n  a c c o rd s  and  th re e  re n e g o tia te d  co m p le ­
m en ta tio n  a c c o rd s  p ro p o se d  by  the s e c to ra l  reu n io n s  in  1969, p r e ­
lim in a ry  d isc u s s io n s  on co m p lem en ta tio n  a c c o rd s  b y  the follow ing 
c o u n tr ie s  in  the  fo llow ing s e c to ra ls  w e re  held : pho tography , B ra z i l  
and M exico; food p ro d u c ts , A rg en tin a  and  B ra z il ;  p la s t ic s ,  A rg en tin a , 
B ra z i l  and  M exico; p h a rm a c e u tic a ls ,  A rg en tin a , B ra z i l ,  M exico, 
U ruguay, and  V en ezu e la ; and  e le c tr ic  la m p s , M exico and  B ra z i l .  
T hose  e igh t new a c c o rd s  adop ted  a t  the s e c to ra l  reu n io n s  in  1969 and 
the c o u n tr ie s  sign ing  th e se  a c c o rd s  included: o ffice  m a c h in e ry , 
A rg en tin a , B ra z i l ,  and  M exico; p h a rm a c e u tic a ls , A rg en tin a , B ra z il ,  
M exico, U ruguay, and  V enezuela ; e le c t r ic a l  and  e le c tro n ic s
33 "A M onthly R ep o rt on L a tin  A m e ric a n  In te g ra tio n , " C o m e r- 
cio  E x te r io r  de M exico, XVI, No, 8 (A ugust, 1969), p. 6.
34 "S u m m ary  of th e  1969 S e c to ra ls ,  " B u s in e ss  L a tin  A m e ric a , 
J a n u a ry  1, 1970, pp, 1-3,
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in d u s tr ie s  (four p a c ts ) , A rgentina., B ra z il , M exico, and U ruguay; 
and m e d ic a l and  den ta l equ ipm en t (two p ac ts ), A rg en tin a , B ra z il ,
o c
M exico, and U ruguay.
W h ereas  in  p a s t  y e a r s  the  s e c to ra l  reu n io n s  w e re  w ell a tten d ed  
by in d u s tr ie s  f ro m  a ll  of the LA FTA  m e m b e rs , m o s t of the 19^9 r e ­
un ions w e re  a tten d ed  by few in d u s tr ie s  f ro m  c o u n tr ie s  o th e r than  
A rg en tin a , B ra z i l ,  and M exico. T h is  w as a re f le c tio n  of the grow ing 
re s e n tm e n t and  su sp ic io n  of the in te g ra tio n is ts  to w ard s  the grow ing 
dom ination  of the s e c to ra l  reu n io n s  by the c o m m e rc ia lis ts .
Of the n ine co m p lem en ta tio n  a g re e m e n ts  a lre a d y  in  ex is tan c e  
and ap p ro v ed  by  the  PEC  (the e ig h t a g re e m e n ts  of 19^9 a r e  not y e t 
approved) M exico h as  re q u e s te d  fu r th e r  s tudy  on o r  s ig n ed  e ig h t p r o ­
p o sa ls : e le c tro n ic  tu b es, e le c t r ic a l  d o m estic  ap p lian ces  (two a g r e e ­
m e n ts ) , e le c tro n ic  and e le c t r ic a l  co m m u n ica tio n s, c h e m ic a ls , p e tro ­
c h e m ic a ls , g la s s , and e le c t r ic a l  pow er equipm ent. A rg en tin a  h as  
p a r tic ip a te d  in  s ix  a g re e m e n ts  and  B ra z i l  h as  p a r t ic ip a te d  in  sev en  
a g re e m e n ts . In  view  of the r e s u l t s  of the 19^9 s e c to ra l  re u n io n s , 
i t  w ould  ap p ea r th a t the s e c to ra l  reu n io n  w ill in c re a s in g ly  r e f le c t  the 
v iew s of the c o m m e rc ia lis ts .  It w ould a lso  ap p ea r th a t th ro u g h  the
^^Ibid.
^^A so c iac io n  L a tin o a m e ric a n a  de L ib re  C p m erc iq , C om ite  
E jec u tiv o  P e rm a n e n te , A c tu a lizac io n  de lo s  A cuerdos de C o m p le- 
m en tac io n  (C E P /R e p a rtid o  1074/R ev. 2), M ontevideo, Ju ly , 1969, 
pp. 1-5.
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s e c to ra l  reu n io n  A rg en tin a , B ra z il ,  and  M exico w ill have an  in c r e a s ­
ingly  la rg e  s h a re  of th e ir  to ta l LA FTA  tra d e  going to each  o th er. 
T ow ards th is  end, M exico and B ra z i l  in  1969 fo rm e d  a m ixed  
M e x ic a n -B ra z ilia n  econom ic co m m iss io n , e s ta b lish e d  o ffices  of 
th e ir  n a tio n a l b anks in  each  o th e r 's  co u n try , and  fo rm ed  a p riv a te  
tra d in g  co n so rtiu m  (C om bram ex) w ith  the o b jec t of p ro m o tin g  an ad d i­
tiona l ten  m illio n  d o lla rs  of tra d e  betw een  th e ir  co u n tr ie s  during  
371970. S im ila r  p lan s  have b een  d isc u s s e d  by  A rg en tin a  and M exico.
To M exico, the s e c to ra l  reu n io n  is  a  dynam ic in s tru m e n t fo r 
p ro m o tin g  i ts  re g io n a l tra d e , p a r t ic u la r ly  in m an u fa c tu re s . M ex ico 's  
p o s itio n  of le a d e rs h ip  in  the s e c to ra l  reu n io n s  h as  y ie lded  M exico 
im p o rta n t b en e fits  and  i t  p ro m is e s  to y ie ld  even g re a te r  b en efits  as 
the in fluence of the  s e c to ra l  reu n io n  in c re a s e s .  But to  the in te g ra ­
t io n is ts , the  s e c to ra l  reu n io n  re p re s e n ts  an  in s tru m e n t th rough  w hich 
the c o m m e rc ia lis ts  ' dom ination  of re g io n a l t ra d e  in  m an u fac tu re s  w ill 
be expanded, and  d e sp ite  the o ffe rin g s  of p re fe re n c e s  to the in te g ra ­
tio n is ts  in  the v a r io u s  co m p lem en ta tio n  a c c o rd s  au th o red  by the co m ­
m e rc ia l is ts ,  the in te g ra tio n is ts  have ch o sen  no t to  p a r t ic ip a te  in  such 
a c c o rd s . They have , in s tead , chosen  to  s tre n g th e n  th e ir  b a rg a in in g  
p o s itio n  in  LA FTA  th rough  the fo rm a tio n  of su b reg io n a l groupings.
37 "M exico and  B ra z il  Move T o w ard  E xpanded  T ra d e , " 
B u s in e ss  L a tin  A m e ric a , O ctober 2, 1969, p. 314.
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S ubreg iona l g roupings
The su b reg io n a l grouping , a s  defined  by R eso lu tio n  202 of the 
T re a ty  of M ontevideo, is  looked  upon a s  a te m p o ra ry  stepp ing  stone 
to  a la r g e r  a r e a  of in teg ra tio n . In th is  re sp e c t ,  the  CACM, CA RIFTA, 
and LA FTA  m ay  be v iew ed  a s  stepp ing  s to n es  to an  ev en tu a l L a tin  
A m e ric a n  C om m on M ark e t.
T h e re  a r e  a t  p r e s e n t  two su b reg io n a l g ro u p in g s  w ith in  LA FTA  
- -T h e  R iv er P la te  G roup  and  the A ndean C om m on M ark e t. The R iv er 
P la te  G roup w as fo rm e d  by  the signing of the R iv e r  P la te  B a s in  T re a ty  
by  A rg en tin a , B ra z il ,  B o liv ia , P a ra g u a y , and U ruguay  in  A p ril, 1969. 
The R iv e r P la te  G roup  h a s  a s  i ts  p u rp o se  the e s ta b lish m e n t of m u lti­
n a tio n a l co o p era tio n  in  develop ing  reg io n a l in f r a s t ru c tu r e  and  n a tional 
r e s o u rc e s .  The t r e a ty  m ak es  no p ro v is io n  fo r  a  p r e f e r e n t ia l  t r e a t ­
m en t of tra d e  am ong the s ig n a to ry  c o u n tr ie s , and the  t r e a ty  does not 
c re a te  a  su p e rn a tio n a l govern ing  b o a rd  w hose a u th o r ity  m ig h t pose a 
th re a t  to n a tional developm en t sch em es. S p ec ific a lly , the R iv e r  P la te  
G roup w ill a d d re s s  i t s e l f  to the in te g ra te d  u se  of w a te r  r e s o u rc e s  
(both h y d ro -e le c tr ic  and  nav iga tional) of the P la te  R iv e r  B a s in  and 
the co o rd in a tio n  of the e s ta b lish m e n t of a g r ic u l tu ra l  and  in d u s tr ia l  
e n te rp r is e s  w ith in  the LA FTA  fra m e w o rk  of co m p lem en ta tio n  a g re e ­
m e n ts . As such , the R iv e r  P la te  G roup p ro m is e s  to be l i t t le  m o re  than  
an ex ten sio n  of the in d u s try  s e c to ra l  and the n a tio n a l developm en t p lans
318
of A rg e n tin a  and  B ra z il .
The t r e a ty  e s ta b lish in g  the A ndean Com m on M a rk e t (ACM), 
on the o th e r  hand, c a lls  fo r  jo in t ac tio n  and  h a rm o n iz a tio n  e f fo r ts  in 
dev elo p m en t p lanning  and m o n e ta ry  and  f is c a l  p o lic ie s  am ong the five 
ACM m e m b e rs - -B o liv ia ,  C o lom bia , C hile , E c u a d o r, and  P e r u  
(V enezuela  w as involved  in  the fo rm u la tio n  of the t r e a ty ,  bu t h a s  not 
y e t s ig n ed  the tre a ty ) .
T he A ndean C om m on M a rk e t a g re e m e n t s ig n ed  in  B ogo ta  in  
M ay, 1969  c r e a te d  a  su p e rn a tio n a l ju n ta  and an  in d u s tr ia l  co m m iss io n  
(The A ndean C o m m issio n ) to  o v e rse e  the com ple te  in te g ra tio n  of the 
re g io n  by  1985 ( in te g ra tio n  b e tw een  C hile , C olom bia, and  P e r u  w ill be 
co m p le ted  by  1980). The ACM  w ill develop  i t s  own s e c to ra l  reu n io n s  
fo r  the p u rp o se  of develop ing  in te r im  co m p lem en ta tio n  a g re e m e n ts , 
a llo ca tin g  re g io n a l in d u s tr ie s ,  and  co o rd in a tin g  in d u s tr ia l  in v estm en t.
T he ACM goes f a r  beyond the scope of L A FT A  in  e s ta b lish in g  
re g io n a l in te g ra tio n . Y et, the ACM m u s t o p e ra te  w ith in  the f r a m e ­
w o rk  of LA FTA , U ndoubtedly, th is  s itu a tio n  w ill b e  a  fu tu re  so u rc e  
of te n s io n  in  LA FTA . I t  is  the co n ten tio n  of the ACM  m e m b e rs ,  how ­
e v e r , th a t g iven the d is p a r i t ie s  in  the le v e ls  of d ev e lo p m en t of the 
v a r io u s  LA FTA  m e m b e rs , and  g iven  the ex istin g  m e c h a n ism s  of 
tra d e  l ib e ra liz a tio n  in  LA FTA , the  ach iev ing  of L a tin  A m e ric a n  f re e  
tra d e  w ill only  b e  p o s s ib le  w hen th ey  can  com pete  on an eq u al b a s is  
w ith  the c o m m e rc ia l is ts .  The ACM, in  th e ir  view , o f fe rs  the only
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re a l i s t ic  m ean s  of a tta in in g  th a t position .
I t m ig h t be  ex p ec ted  th a t M ex ic o 's  tra d e  w ith  the  ACM w ill 
d im in ish  du ring  th e  nex t s e v e ra l  y e a rs  a s  in tra -A C M  tra d e  expands. 
W hile th is  ex p ec ta tio n  h a s  b een  a  so u rc e  of c o n c e rn  to  M exico, M exico 
h as  tak en  a  to le ra n t  lo n g -ru n  view  of th is  s itu a tio n . T h is-v iew  is 
r e p re s e n te d  by  the s ta te m e n t of A ntonio C a r r i l lo  F lo r e s ,  the M exican 
M in is te r  of F o re ig n  A ffa irs , tha t, "M exico co n tin u es  to fav o r the id ea  
of su b reg io n a l g roup ings and  is  d isp o sed  to b ack  them  by  e ith e r  jo in ­
ing in  o r  s tay in g  out. I t is  p re c is e ly  b e c a u se  su b re g io n a l in te g ra tio n  
m ay  m ake i t  p o s s ib le  to a tten u a te  one of the L A F T A 's  m a jo r  so u rc e s  
of tro u b le , n am ely , the c o -e x is te n c e  of c o u n tr ie s  w ith  v e ry  d iffe re n t 
dev elo p m en t le v e ls  w ith in  i ts  f ram ew o rk , th a t th e  n o n -p a r tic ip a tio n  of 
the  "b ig" c o u n tr ie s  is  an  im p o rta n t ta c tic  in  the in te g ra tio n  p ro c e s s  
s tra te g y .
M ex ico 's  p a r t ic ip a tio n  in  LA FTA ;
F in a l  r e m a rk s
It h a s  b een  su g g e s ted  th a t M ex ico 's  fu tu re  p a r tic ip a tio n  in 
L A FTA  w ill la rg e ly  depend on the d ire c tio n  of the c u r r e n t  r e s t r u c tu r ­
ing of the f ra m e w o rk  of LA FTA . W hile the r e s t r u c tu r in g  p ro c e ss  
m ig h t involve a s h o r t - ru n  d ec lin e  in M ex ico 's  t r a d e  w ith  the ACM,
^^"A  L A FT A  P ilo t  S e c to r , " C o m erc io  E x te r io r  de M exico, 
XVI, No. 4 (A p ril, 1969), p. 4.
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th is  w ill be m o re  than  co m p en sa ted  fo r  by  M ex ic o 's  in c re a s e d  tra d e  
w ith  A rg en tin a  and  B ra z il .  M ex ico 's  s u c c e s s e s  in  the s e c to ra l  r e ­
unions h as  opened  a  new d im en sio n  of tra d e  expansion  fo r the  M exican  
in d u s tr ia l is t  and  developm en t p lan n e r v ia  the co m p lem en ta tio n  acc o rd . 
W ith th is  new  too l, M ex ico 's  a b ility  to  expand i ts  m an u fac tu red  ex ­
p o r ts  w ill b e  g re a tly  enhanced!
C H A PTER  VI
CONCLUSIONS
In C h ap te r I i t  w as s ta te d  th a t the a n a ly tic a l b a s is  fo r  ev a lu ­
a ting  M ex ico 's  p a r tic ip a tio n  in  LA FTA  could be d e riv e d  fro m  the 
an sw e rs  to th re e  q u es tio n s ; (1) Why did M exico jo in  L A FTA  in  I960 
a f te r  a  h is to ry  of l i t t le  in te ra c tio n  w ith  i ts  L a tin  A m e ric a n  n e ig h b o rs , 
and w hat b en e fits  d id M exico ex p ec t to re c e iv e  f ro m  its  p a r tic ip a tio n  
in  LA FTA ; (2) To w hat d e g ree  h as  M exico re c e iv e d  th o se  b en e fits  
th a t i t  ex pected  to  re c e iv e  f ro m  its  p a r tic ip a tio n  in  LA FTA ; and (3) 
W hat fo rc e s  w ill shape  M ex ic o 's  p a r tic ip a tio n  in  LA FTA  in  the 
fu tu re ?  D uring  the c o u rse  of th is  p ap e r the above q u estio n s  have 
b een  an sw ered .
M ex ico 's  d e c is io n  to jo in  LA FTA  in  I960 w as n e c e s s ita te d  by 
the grow ing need s  fo r in d u s tr ia liz a tio n  in  M exico and  the a p p a re n t 
in ab ility  of the tra d it io n a l  " in w ard "  too ls  of in d u s tr ia l iz a tio n  to s a tis fy  
those  n eed s . T h ese  sam e  m o tiv a tio n a l fa c to rs  w e re  a lso  found in  L a tin  
A m e ric a  a s  a  w hole.
The grow ing n eed s  fo r  in d u s tr ia liz a tio n  in  M exico c e n te re d
around  the ra p id  g row th  of popu lation  in  M exico and the even  m o re
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ra p id  u rb an iza tio n  of th a t population , and  the poo r p e rfo rm a n c e  of 
a l te rn a tiv e  w ealth  p ro d u cin g  econom ic a c tiv itie s  in  s tim u la tin g  eco n o ­
m ic  developm ent.
The d ilem m a of M ex ic o 's  developm ent, a s  h y p o th esized  by 
R aym ond V ernon , w as th a t M ex ico 's  " inw ard" to o ls  of in d u s tr ia l iz a ­
tio n  a p p ea red  to  be in c re a s in g ly  in e ffec tu a l in  sa tis fy in g  the above 
n eeds, Raym ond V ern o n  h y p o th esize d  th a t M ex ico 's  in d u s tr ia l iz a tio n  
w as app roach ing  s tag n a tio n  due to  the ex is ten c e  of c e r ta in  r e s t r a in t s  
to  the fu r th e r  u se  of " in w ard "  in d u s tr ia liz a tio n . T hose r e s t r a in t s  
w e re  the r e g re s s iv e  p a tte rn  of incom e d is tr ib u tio n  in M exico, the 
d ec lin e  of M ex ico 's  im p o r t  co effic ien t, the  n a rro w n e ss  of the d o m e stic  
m a rk e t  fo r so p h is tic a te d  m a n u fa c tu re s , and  the poor p e rfo rm a n c e  of 
M ex ico 's  e x p o rt s e c to r  in  p ro v id in g  an  adequate  c ap ac ity  to im p o rt, 
R aym ond V e rn o n 's  s tag n a tio n  th e s is  w as given w eigh t by the fa c t 
th a t m uch of M exican  in d u s try  w as o p e ra tin g  a t le s s  th an  fu ll c a p a c ity  
and  a t high c o s ts  in  I960, the la b o r -a b s o rp tio n  of in d u s try  w as no t 
keep ing  pace w ith  u rb a n  popu la tion  grow th , and  bo th  GNP p e r  c a p ita  
and  G IP  p e r  cap ita  had  d ec lin ed  d u rin g  the p e rio d  1955-1962,
M ex ico 's  d e c is io n  to  jo in  L A FT A  in  I960 w as e s s e n tia lly  p r e d ­
ic a te d  upon M ex ico 's  a tte m p t to a c q u ire  an  a lte rn a tiv e  to o l of in d u s ­
t r ia l iz a t io n  to e scap e  f ro m  th is  d ilem m a. The b en e fits  th a t M exico 
expected  to re c e iv e  f ro m  LA FTA  p a r tic ip a tio n  w e re  ch iefly  c e n te re d  
a ro u n d  ach iev ing  a  h igh  le v e l of re g io n a l ex p o rts  of m a n u fa c tu re s .
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e s p e c ia lly  s o p h is tic a te d  c a p ita l and  c o n s u m e r-d u ra b le  m an u fac tu re s . 
Such b en e fits  w ould  inc lude: a  lo w erin g  of in d u s tr ia l  c o s ts  th rough  the 
exposing  of d o m e stic  in d u s tr ie s  to  re g io n a l co m p e titio n  and th ro u g h  
the ac h iev e m en t of eco n o m ies  of s c a le ; the fo s te r in g  of new in d u s tr ie s  
p re v io u s ly  un ab le  to  develop  w ith in  the n a rro w  d o m estic  m a rk e t; and 
the tra n s fo rm a tio n  of M ex ic o 's  p oo r p e rfo rm in g , p r im a r y  p ro d u c t 
o r ie n te d  e x p o rt s e c to r .  The re a l iz a t io n  of th e se  b en e fits  w ould, of 
c o u rse , a c t  a s  a  s tro n g  s tim u lu s  to M ex ic o 's  in d u s tr ia liz a tio n .
U nlike the  c a se  of L a tin  'A m e ric a  a s  a  w hole, how ever, it  
a p p e a rs  th a t R aym ond V e rn o n 's  p ro g n o s is  of in d u s tr ia l  s tag n a tio n  in  
M exico w as e r ro n e o u s . W hile the needs fo r  in d u s tr ia l iz a tio n  in  M exico 
have con tinued  to grow  s in ce  I960, so h as  M e x ic o 's  a b ility  to s a tis fy  
th o se  n eed s , la rg e ly  th ro u g h  " in w ard "  in d u s tr ia liz a tio n . In d u s tr ia l  
g row th  in  M exico h as a c c e le ra te d  s in ce  I960 as  h a s  the  la b o r-  
a b so rp tio n  of M ex ican  in d u s try . T h is  im p ro v e d  p e rfo rm a n c e  is  in 
s h a rp  c o n tr a s t  to  the r a th e r  d ism a l p e r fo rm a n c e  of L a tin  A m e ric a n  
in d u s tr ia l iz a tio n  a s  a  w hole s in ce  I 960 .
The im p ro v ed  p e rfo rm a n c e  of " in w ard "  in d u s tr ia l iz a tio n  in  
M exico s in ce  I960 sho u ld  not, h o w ev er, le a d  to a  d im in ish e d  M exican  
p re fe re n c e  fo r  p a r t ic ip a tio n  in  LA FTA . The o b s ta c le s  to  " in w ard "  
in d u s tr ia l iz a tio n  in  M exico s t i l l  e x is t, and in  som e c a s e s ,  they  have 
in te n s if ie d  s in c e  I960. M ex ico 's  ab ility  to  a c c e le r a te  in d u s tr ia l  
g row th  s in ce  I 960 h a s  b een  acco m p lish e d  no t so m uch  by the re m o v a l
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of the  r e s t r a in t s  to  " in w ard "  in d u s tr ia l iz a tio n  a s  i t  h a s  b een  due to a 
m o re  e ffec tiv e  u se  of " in w ard "  to o ls  w ith in  th o se  r e s t r a in t s  v ia  a  
h igh le v e l of d i r e c t  and in d ire c t  g o v e rn m en t p a r tic ip a tio n  in in d u stry .
M o reo v e r, the u n d e s ira b le  c h a r a c te r is t ic s  of " in w ard "  in d u s­
t r ia l iz a t io n  (i, e . , h igh  c o s ts  and ineffic iency ) found in  the in d u s tr ie s  of 
o th e r  LA FTA  m e m b e rs  a r e  a lso  p re s e n t  in  the in d u s tr ie s  of M exico. 
T h ese  u n d e s ira b le  c h a r a c te r is t ic s  im pose  a  h igh  so c ia l c o s t  on 
M ex ico 's  in d u s tr ia l iz a tio n  e f f o r t s - - a  c o s t w hich  som e p la n n e rs  fee l 
M exico can  no lo n g e r a ffo rd .
W hile M exico h a s  b een  ab le  to a c c e le r a te  in d u s tr ia l  grow th, 
the p e rfo rm a n c e  of M ex ic o 's  ex p o rt s e c to r  h a s  con tinued  to be d ism al. 
W hile W illiam  F r ie th a le r ,  w ritin g  in  19^7, h y p o th esized  th a t M exico 
had e sc a p e d  the tr a d e -g a p  h y p o th esis  of B e la  B a la s  sa  and  w as w ell 
on the w ay to w ard s  c o n s tru c tin g  a  v iab le  e x p o rt s e c to r  b a se d  on 
d iv e rs if ie d  foodstu ffs  and p r im a ry  p ro d u c t e x p o r ts , l i t t le  p ro o f e x is ts  
to su b s ta n tia te  h is  h y p o th es is . M ex ic o 's  c r i t i c a l  im p o r t  need s  have 
c o n s is te n tly  b een  g r e a te r  than  the a b ility  of e x p o rt e a rn in g s  to s a tis fy  
th o se  n eed s . W h e re a s , M exico cou ld  r e ly  upon a lte rn a tiv e  so u rc e s  of 
fo re ig n  exchange (i. è. , lo n g - te rm  c a p ita l in flow s, to u rism , and 
b o rd e r  tra d e )  to  co m p en sa te  fo r  tra d e  d e f ic its  in  th e  p a s t, they  a re  
no lo n g e r ab le  to do so  in  th a t in v es tm e n t incom e outflow s and to u r is t  
outflow s now la rg e ly  o ffse t the above s o u rc e s  of fo re ig n  exchange.
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To m e e t its  grow ing c r i t ic a l  im p o rt n eed s , M exico m u s t a c c e l ­
e ra te  the g row th  and  e a rn in g s  of i ts  e x p o rts . To acco m p lish  th is  goal, 
i t  w ould a p p e a r  th a t M exico m u s t change the co m p o sitio n  of i ts  e x ­
p o r ts .  T ra d itio n a l ex p o rts  in  v iew  of the  s tr u c tu r a l is t  a rg u m en ts  and 
th e ir  a c tu a l p e rfo rm a n c e , m u s t give w ay to m an u fac tu red  ex p o rts .
So, d e sp ite  the  changes th a t have tak en  p lace  in  M ex ico 's  
in d u s tr ia l iz a tio n  s in ce  I960, i t  w ould a p p e a r  th a t the sam e b a s ic  f a c ­
to r s  th a t m o tiv a ted  M exico to jo in  LA FTA  in  I960 a re  s t i l l  p r e s e n t  
in  M exico.
LA FTA , a s  a  tool of in d u s tr ia liz a tio n , h as  p e rfo rm e d  w e ll fo r  
M exico, and  i t  p ro m is e s  to be  an  e v e r  g r e a te r  s tim u lu s  to M ex ic o 's  
in d u s tr ia l iz a tio n  in  the fu tu re . W hile M ex ic o 's  ex p o rts  to  LA FTA  in  
1961 w e re  la rg e ly  p r im a ry  p ro d u c ts , by  1,969 sev en ty  p e r  cen t of 
M ex ico 's  e x p o rts  to LA FTA  c o n s is te d  of m an u fac tu red  goods. U nlike 
M ex ico 's  m a n u fa c tu re d  e x p o rts  to w o rld  m a rk e ts ,  w hich c o n s is t  la rg e ly  
of la b o r - in te n s iv e  co n su m e r n o n -d u ra b le  m a n u fa c tu re s , M ex ico 's  
m a n u fa c tu re d  ex p o rts  to LA FTA  a lm o s t e n tire ly  c o n s is t  of d u rab le  
co n su m e r and  c a p ita l g o o d s -- th o se  m a n u fac tu re d  g en era tin g  the g r e a t ­
e s t  dynam ic b e n e fits  fro m  expanded tra d e . M o reo v er, M ex ico 's  e x ­
p o r ts  to L A FTA  have grow n a t  a  phenom enally  f a s t  r a te  o v er the p a s t  
sev en  y e a r s  (ap p ro x im ate ly  35 p e r  c e n t in  1968 and 1969).
T he ra p id  g row th  of M ex ico 's  m an u fac tu red  ex p o rts  to LA FTA  
h a s , to  a  la rg e  d e g re e , b een  a  p ro d u c t of the r e s tru c tu r in g  of LA FTA
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into a  c o m m e rc ia l is t  too l fo r  the expansion  of m an u fac tu red  ex p o rts . 
W ith the em erg en ce  of the in d u s try  s e c to ra l  m ee tin g  a s  the m a jo r  
in s tru m e n t of tra d e  lib e ra liz a tio n  in LA FTA  and the  binding to ­
g e th e r of the c o m m e rc ia lis ts  th rough  co m p lem en ta tio n  a g re e m e n ts , 
LA FTA  p ro m is e s  to be an  even b e t te r  too l fo r  the p ro m o tio n  of 
M exican  in d u stry . B ec au se  of the above p o in ts , M ex ico 's  p re fe re n c e  
fo r in d u s tr ia liz a tio n  th ro u g h  p a r tic ip a tio n  in  LA FTA  should  be ex ­
p ec ted  to in c re a s e  ra p id ly  in  the fu tu re .
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